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PRESERVING AND EXPANDING
MINORITY BANKS

Tuesday, October 30, 2007

U.S. HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON OVERSIGHT
AND INVESTIGATIONS,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10 a.m., in room
2128, Rayburn House Office Building, Hon. Melvin L. Watt [chair-
man of the subcommittee] presiding.

Members present: Representatives Watt, Waters, Lynch, McCar-
thy, Klein; and Miller.

Also present: Representative Meeks.

Chairman WATT. The Subcommittee on Oversight and Investiga-
tions will come to order.

Without objection, all members’ opening statements will be made
a part of the record. I will now recognize myself for an opening
statement.

Minority and women-owned banks serve an important but often
overlooked role in the U.S. economy. For too long in the Nation’s
history, women and racial and ethnic minorities were shut out of
this Nation’s banking systems. Minority and women-owned banks
stepped into the breach and today provide critical banking services
and financial products to distressed or traditionally underserved
communities throughout the United States.

Today’s hearing is designed to highlight the role of minority- and
women-owned banks in the economy and to examine how Federal
regulators and Congress can work together to support these impor-
tant financial institutions.

The Federal Deposit Insurance Corporation (FDIC) and the Of-
fice of Thrift Supervision (OTS) are charged under Section 308 of
the Financial Institutions Reform, Recovery, and Enforcement Act
of 1989 to “preserve and promote” minority banks. This includes
preserving the number of minority banks, preserving these institu-
tions’ minority character in mergers and acquisitions, and pro-
viding technical assistance to the institutions.

In 1993, the GAO issued a report entitled, “Minority-Owned Fi-
nancial Instructions: Status of Federal Efforts to Preserve Minority
Ownership.” The report found that while the Federal banking regu-
lators had taken some steps to preserve minority ownership, they
had not assessed whether these steps were effective. The GAO
therefore recommended that the Secretary of the Treasury consult
with the FDIC and the OTS to systematically assess the effective-
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ness of their minority bank support efforts, including surveying mi-
nority institutions to gain their insight.

Thirteen years later, unfortunately, the regulators still have not
implemented the major recommendations from the 1993 GAO re-
port. The October 2006 GAO report entitled, “Minority Banks: Reg-
ulators Need to Better Assess Effectiveness of Support Efforts,”
might just as well have been a reprint of the 1993 report. The re-
port again examined Federal regulators’ efforts to comply with Sec-
tion 308 of FIRREA to preserve and promote minority banks, and
raised many of the same issues raised in 1993.

This hearing will expose and shed light on the key findings, ask
why regulators still have not implemented the 1993 GAO rec-
ommendations, and focus attention on what more can and must be
done to preserve, support, and expand these banks.

I ask unanimous consent to insert into the record both the 1993
and the 2006 GAO reports. Without objection, it is so ordered.

The 2006 GAO report suggests mixed results by the Federal Gov-
ernment in supporting minority banks. On one hand, some Federal
banking regulators have developed initiatives training and out-
reach events for minority banks. For example, the FDIC and the
OTS apparently have national and regional coordinators to inter-
face with minority banks and to provide technical assistance.

On the other hand, the GAO report indicated that neither the
OCC nor the Federal Reserve have developed specific minority
banking initiatives. While neither of these regulators is covered
under Section 308 of FIRREA, both the OCC and the Federal Re-
serve have issued policy statements in the last several years ex-
pressing support for minority banks, and both have indicated that
they plan to develop programs and initiatives to support and ad-
vance these policy statements.

We would like to hear about the OCC and the Federal Reserve’s
progress in fulfilling the rhetorical objectives set out in their policy
statements. Apparently the Federal Reserve has stated that they
will merely consider implementing the GAO’s recommendation. We
would like to find out whether the Federal Reserve will indeed im-
plement the GAO regulations or, alternatively, whether the Fed
might prefer to be directed to do so by being included under Section
308 of FIRREA.

The GAO report suggests that many minority banks operate in
unique environments, often serving distressed and underserved
areas, and consequently must retain higher reserves for loan losses
and have higher overhead costs because they spend more time
training their staff and provide extensive customer service. Yet the
GAO report also reveals that less than 30 percent of minority
banks actually utilize the technical assistance offered by the Fed-
eral regulators.

We want to explore why that is so. The GAO reported that sev-
eral minority bank officials suggested that Federal regulators
should consider undergoing additional training to gain sensitivity
to the unique challenged faced by minority banks. I would like to
hear more about those challenges and what would be appropriate
to respond to them.

We must remain vigilant in fulfilling Section 308’s mandate to
preserve and promote minority banks. I look forward to hearing
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from these regulators and minority-owned banks about best prac-
tices for preserving and expanding this important segment of the
financial services industry.

I will now recognize Ranking Member Gary Miller, from Cali-
fornia.

Mr. MILLER. Thank you, Mr. Chairman. Well, I want to welcome
our distinguished panel. It is good to have you here this early
morning. And I thank Chairman Watt for holding this hearing. It
is rather informative when we discuss issues like this.

It is important to examine the important role banks have in serv-
ing the financial needs of underserved communities and minorities.
Like most community banks, minority banks may also confront
challenges because of their smaller size. Recognizing the important
role of minority banks, in 1989 Congress called on the banking reg-
ulators to establish goals to help promote and preserve minority
banks. In response to these objectives, the OTS and the FDIC cre-
ated staffing structures, resources, events, technical assistance, and
outreach programs to assist minority banks.

While ensuring the safety and soundness of financial institutions
is their first responsibility, the regulators have also hosted and
continue to host a variety of educational events such as con-
ferences, roundtables, and workshops which bring minority banks
and their regulators together to give the banks a chance to share
their concerns regarding compliance examinations, community de-
velopment, deposit insurance, and other issues facing the banks.

Last year the Government Accountability Office, GAO, found
that the profitability of most large minority banks—that is, with
assets greater then $100 million—was nearly equal to that of simi-
lar size banks. However, small minority banks and African Amer-
ican banks of all sizes tend to be less profitable than they appear
despite the efforts of the regulators.

The study shows that these differences were due to relatively
higher loan loss reserves and operating expenses, and from com-
petition from larger banks. The GAO also reported that while
banking regulators have adopted many different approaches to sup-
port minority banks, they have not regularly assessed the effective-
ness of these efforts.

While the banking regulators have been criticized for not assess-
ing their efforts to promote minority banks, the GAO found that
not even half of the minority banks attended the FDIC roundtables
and conferences designed to assist them. The bank officials that did
attend these events found the events extremely useful. Further-
more, only half of the banks actively participate in their regulators’
training and educational activities. The GAO found that most
banks that participated in these activities reported favorably on
these events.

The FDIC and the OTS emphasize technical assistance services
as key components of their efforts to assist minority banks, but less
than 30 percent of the minority banks utilized such assistance. The
GAO found that the banks that do use technical assistance offered
by the regulators rated the assistance as extremely or very useful.

In 2004, in response to the FDIC corporate performance objec-
tives, the FDIC completed review of its minority bank outreach ef-
forts; only 7 of the 20 banks that were surveyed responded. Addi-
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tionally, in 2005 the FDIC requested feedback on several proposals
to better serve their institutions, and 25 minority banks responded.

The GAO reported that only about one-third of the survey re-
spondents rated regulators’ efforts as very good or good. Since so
few minority banks are participating in the regulators’ efforts, per-
haps the one-third figure represents the banks that are partici-
pating in the events, while the banks that rated their agencies’ ef-
forts as poor have not participated in programs at all.

The GAO reports that the banks not participating in such efforts
may be missing opportunities to address the problems that limited
their opportunities or financial performances, assistance and avail-
ability. But it is the bank officials’ responsibility to take advantage
of these programs to ensure that their banks succeeded. The regu-
lators cannot force banks to participate in these programs.

Regardless of these findings, positive news regarding the minor-
ity banks has been more recently documented. Last month, Cre-
ative Investment Research, Inc., a Washington consulting firm that
focuses on minority banks, reported that assets of minority-owned
banks are on the pace to increase by an average of about 18 per-
cent this year, compared to the overall industry average of only 6
percent.

The report stated that a dozen banks have opened since the end
of 2005 targeting Hispanics. The report also showed that while the
return on assets of these banks has dropped off dramatically in the
last 18 months, this was attributed to an increase in the startup
targeting minorities. Mr. Cunningham, president of Creative In-
vestment Research, Inc., said that he expects when minority
startups mature, the returns will move closer to the industry rate.

Additionally, Evelyn Smalls, president and CEO of the $72.3 mil-
lion asset United Bank of Philadelphia, an African-American-
owned bank, has stated that interest in economic development has
increased. Evelyn stated that the bank has been contacted by nu-
merous people expressing interest in working with the bank and
bringing business to the bank. She expects her bank will increase
in assets to about $100 million over the next few years.

While I believe that the success of these banks is obviously im-
portant, as it is in the success of any bank, it seems to me that
the most important part of the discussion is missing here, to con-
sumers, that we need to focus on them. If the intent of Section 308
of FIRREA was to promote the economic viability of minorities in
underserved communities, instead of focusing on who owns a bank,
we should be discussing whether banks are successfully serving mi-
norities in underserved communities. That is the overarching goal
of the law.

Additionally, we must consider the value of the opportunity that
the thousands of banks, big and small, in this country have offered
traditionally underserved communities, which has ultimately in-
creased competition and consumers’ choice.

I look forward to hearing from our panel today. Thank you.

Chairman WATT. I thank the gentleman for his opening state-
ment, and we certainly want to focus on the part of his statement
regarding service to the community and customers in underserved
areas. That is an important focus. And we are likely to be having
some hearings on that aspect of this issue, too.
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Mr. Lynch, would you care to be recognized for an opening state-
ment?

Mr. LYNCH. Thank you.

Chairman WATT. The gentleman from Massachusetts is recog-
nized.

Mr. LyNcH. Thank you, Mr. Chairman. As is the custom here in
Washington, I am required this morning to be in three separate
hearings all occurring at the same time, so I must beg the Chair’s
indulgence. I am going to have to jump over to those other two
committees during the course of the morning.

But I would like to thank you and Ranking Member Miller for
convening this hearing on the importance in the future of minority
banks. We have a copy of the GAO report this morning on the ef-
fort to promote and preserve minority-owned community financial
institutions, which report confirms the critical nature of minority
banks in historically underserved areas.

But it also points out that it was difficult for regulators to best
assess the effectiveness of support efforts to these institutions, in
the report which is entitled, “Minority Banks: Regulators Need to
Better Assess Effectiveness of Support Efforts.” As a result of this
72-page report, I believe it is vital that we are here today to use
our oversight capacity on this committee to ensure that these crit-
ical minority institutions’ needs are best met.

On a Federal policy level, especially in regards to Federal bank
examination, competitive advantages or disadvantages that might
exist in particular areas, I am particularly pleased to see that a
friend and constituent of mine, Bob Cooper, is here this morning.
He is the chief legal strategist and architect for OneUnited, which
just happens to be the largest African-American-owned bank in the
country.

And I know that since he joined OneUnited’s management team,
it has acquired and turned around at least three troubled banks
that I know of, and it has grown from $56 million to about $650
million in assets, making it the fastest-growing African-American-
owned bank in the Nation. Mr. Cooper has also been instrumental
in the bank received CDFI bank expertise awards over the past 4
years for its lending in distressed communities, particularly in my
district.

Mr. Cooper is testifying today in his capacity as the chairman of
the National Bankers Association, and his expertise is particularly
valuable, I believe today, as we address the issues faced by minor-
ity depository institutions around the country. I am particularly in-
terested in his testimony regarding CRA. As we all know, over the
years, the responsibility of the volume of mortgages underwritten
by the banks has reduced, banks covered by CRA has been re-
duced, and yet mortgage companies and mortgage brokers not cov-
ered by the CRA have seen a dramatic increase.

And so I am eager to receive Mr. Cooper’s testimony, just as I
am all the panelists who have been willing to come forward this
morning to help this committee with its work.

With that, Mr. Chairman, I yield back.

Chairman WATT. I thank the gentleman for his opening state-
ment. And I would just say to Mr. Cooper that Representative Wa-
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tsers and Representative Lynch were lobbying to introduce you.
0_

Mr. LYNCH. And Mr. Capuano, I might add.

Chairman WATT. That must mean you are doing something right.
I will make my own personal statement about my banker a little
bit later.

Other members obviously will be in and out. There are a lot of
hearings going on this morning. In fact, I am supposed to be in
three right now in various committees, so you can anticipate that
members will be in and out.

I just spoke of Ms. Waters. I am getting ready to introduce the
witnesses, but if you would care to make an opening statement, I
would be delighted to recognize you before I do that.

Ms. WATERS. Thank you very much, Mr. Chairman. It is very
kind of you. And I do appreciate this hearing that you are holding
today. This is a very, very important subject, and one of those
areas that has not gotten much attention in the Congress in the
years that I have been here.

But as we know, there has always been an effort to truly be a
part of the American business and economic community in this
country. It has been very difficult, and we have talked a lot about
access to capital. We have talked a lot about entrepreneurship, a
lot about involvement of minority communities in financial institu-
tions, and the desire for ownership by minorities. We talk about it
a lot, but there has not been a lot of support for minority institu-
tions, many of whom have struggled in order to stay in business
and provide services, services for the minority communities that of-
tentimes are not being provided by anybody else.

I am reminded of the disaster in the Gulf Coast with Hurricanes
Katrina and Rita and the impact that they had on some of our mi-
nority banks. While I know there was some assistance, it was not
enough. We do very little to preserve and/or expand minority
banks. And even though I think we can find somewhere in our laws
that it is intended that we should try and preserve and expand mi-
nority banks, when we have attempted to use that instruction and
law, we have not been able to execute anything in a real way.

This hearing today will help us to understand better what is
going on out there and how perhaps we can be of assistance and
get this Congress on record for our desire to preserve and expand
minority banks. So I thank you Mr. Chairman.

And while I am doing that, I would like to make a disclosure—
because I think it is absolutely necessary—that my husband is a
director of a minority bank. So I want that on the record, and I will
submit my disclosure in writing.

Chairman WATT. All right. For a change, we have to make disclo-
sures. So that is a good thing.

Without objection, other members’ opening statements will be
made a part of the record, and they will have some additional time
to submit them for the record.

I am now going to introduce the panelists briefly. Without objec-
tion, each of your written statements in their entirety will be made
a part of the record. And each witness will be recognized for 5 min-
utes, although—we try to stay close to that, but I am a little bit
more lenient on that than most Chairs are.
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We will start with Mr. George Scott, who is the Director of the
Financial Markets and Community Investment team of the GAO,
where he helps lead the GAO’s work assessing the ability of the fi-
nancial services industry and its regulators to help maintain a sta-
ble, well-functioning financial system. He is responsible for leading
the GAO’s work related to higher education issues, including Fed-
eral student loan and grant programs also.

Mr. Scott, you are recognized for 5 minutes.

STATEMENT OF GEORGE A. SCOTT, DIRECTOR, FINANCIAL
MARKETS AND COMMUNITY INVESTMENT, U.S. GOVERN-
MENT ACCOUNTABILITY OFFICE (GAO)

Mr. ScoTT. Thank you, Chairman Watt, Ranking Member Miller,
and members of the subcommittee. I am pleased to be here today
to discuss the efforts of Federal bank regulators to support minor-
ity banks.

Minority banks are a small community within the banking indus-
try, accounting for 2 percent of all financial institutions and total
industry assets. Despite their small numbers, these banks can play
an important role in serving the financial needs of historically un-
derserved communities such as African Americans, and growing
populations of minorities such as Hispanic and Asian Americans.

Federal regulators are to work to preserve and promote minority
banks. For example, the Federal Deposit Insurance Corporation
and the Office of Thrift Supervision are required to provide minor-
ity banks with technical assistance, training, and educational pro-
grams. They must also work to preserve the character of minority
banks in cases involving mergers or acquisitions or these institu-
tions.

My testimony today summarizes the key findings of our 2006 re-
port, which discussed the profitability of minority banks, regu-
lators’ efforts to support such banks, and the view of minority
banks on these efforts.

In summary, our analysis showed that the profitability of most
minority banks with assets greater than $100 million nearly
equaled that of their peers. However, the profitability of smaller
minority banks and African American banks of all sizes did not
meet their peers’ size and profitability.

Many small minority banks had return on assets that were sub-
stantially lower than those peer groups. Moreover, African Amer-
ican banks of all sizes had return on assets that were significantly
lower than those of their peers.

Our analysis identified some possible explanations for the low
profitability of some minority banks, such as higher reserves for po-
tential loan losses, higher administrative expenses, and competi-
tion from larger banks. Nevertheless, the majority of officials from
minority banks were positive about their bank’s rational outlook,
and many saw their minority status as an advantage in serving
their communities.

In terms of fellow efforts to support these banks, we found that
bank regulators have adopted different approaches. The FDIC,
which supervises more than half of all minority banks, had the
most comprehensive program to support minority banks and led an
inter-agency group that coordinates such efforts. Among other
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things, the FDIC designated officials to be responsible for minority
bank efforts, held periodic conferences for banks, and established
formal policies for annual outreach.

The OTS also designated staff to be responsible for the agency’s
efforts to support minority banks, developed outreach procedures,
and focused on providing technical assistance.

The OCC and the Federal Reserve, while not required to do so,
also undertook some efforts to support minority banks. Despite
these initiatives, at the time of our review, no agency had regularly
assessed the effectiveness of its efforts or established outcome-ori-
ented performance measures for their programs. Consequently, reg-
ulators were not well-positioned to assess the results of their ef-
forts or identify areas for improvement.

Some minority banks identify potential limitations in the regu-
lators’ support efforts. About one-third of survey respondents rated
their regulators’ efforts for minority banks as very good or good,
while 26 percent rated the efforts as fair, and 13 percent as poor
Or Very poor.

FDIC-regulated banks were more positive about their agency’s ef-
forts than banks regulated by other agencies. However, only about
half of the FDIC-regulated banks and about quarter of the banks
regulated by other agencies rated their agency’s efforts as very
good or good. Furthermore, although regulators emphasize pro-
viding technical assistance to minority banks, less than 30 percent
of such institutions said they had used this assistance within the
last 3 years.

Some minority bank officials also said that regulators did not al-
ways understand the challenges minority banks face in providing
services in their communities. They suggested that examiners
needed to undergo more training to improve their understanding of
minority banks and the customers they serve.

In conclusion, regulators are now taking steps to better assess
their support efforts. For example, all the regulators are in the
process of consulting with minority banks to obtain feedback on
their efforts. Some regulators also plan to provide additional train-
ing to their examiners on minority bank issuers.

While the regulators’ recent efforts are encouraging, it is too soon
to assess their effectiveness. As they undertake these initiatives,
we encourage regulators to ensure that they collect and analyze
relevant data and take steps to continue to enhance their minority
bank support efforts.

Mr. Chairman, this concludes my prepared statement, and I
would be happy to answer any questions you or other members of
the subcommittee may have at this time. Thank you.

[The prepared statement of Mr. Scott can be found on page 85
of the appendix.]

Chairman WATT. I can certainly tell that this gentleman has tes-
tified here before. He hit 5 minutes on the head, and followed the
purpose for our being here, which is to evaluate and talk about the
GAO’s report.

Our second witness is Ms. Sandra L. Thompson from the FDIC.
She is the Director of FDIC’s Division of Supervision and Con-
sumer Protection, where she directs risk management and con-
sumer protection examination activities relating to approximately
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5,200 FDIC-supervised institutions. She previously served as the
FDIC’s Deputy to the Vice Chairman and led the FDIC’s Bank Se-
crecy Act and anti-money laundering and financial crimes super-
visory activities.

She holds a degree in finance from Howard University. And Ms.
Thompson, we would love to hear from your for 5 minutes, approxi-
mately.

STATEMENT OF SANDRA L. THOMPSON, DIRECTOR, DIVISION
OF SUPERVISION AND CONSUMER PROTECTION, FEDERAL
DEPOSIT INSURANCE CORPORATION (FDIC)

Ms. THOMPSON. Thank you. Chairman Watt, Ranking Member
Miller, and members of the subcommittee, I appreciate the oppor-
tunity to testify on behalf of the FDIC regarding our role in pre-
serving and expanding opportunities for minority institutions. His-
torically, these institutions play a vital role in their communities.
They serve as a key source of credit and other banking services
that are essential to economic growth and business development in
areas that are often underserved by traditional institutions.

My written testimony details the FDIC’s efforts to preserve and
encourage minority ownership of depository institutions, as well as
our actions to respond to the recommendations in the October 2006
GAO report.

As for the overall health of the 205 minority institutions in the
banking system, while most are profitable, their financial perform-
ance as a group lags behind non-minority institutions. The capital
levels of minority institutions are roughly comparable to that of the
industry. However, the average return on assets for these institu-
tions in the first half of this year was .69 percent compared to an
industry average of about 1.21 percent.

The difference in profitability can result from many factors. Mi-
nority banks, like most community banks, often must compete with
larger financial institutions for both business and staff. In addition,
some minority institutions are challenged by operating in economi-
cally distressed areas. The disparities in profitability and other key
measures between minority banks and other financial institutions
demonstrate the continued importance of the FDIC’s goals to en-
courage and preserve these institutions.

In order to achieve these goals, the FDIC operates under a policy
statement that was adopted by our Board of Directors. This state-
ment provides the framework for the training and technical assist-
ance we offer to banks under our minority bank program. The
FDIC has staff dedicated to the minority bank program nationwide.

At its core, the FDIC’s minority bank program focuses on two key
elements. First, our program is designed to provide technical as-
sistance and training to minority banks. We use a number of meth-
ods. They range from assistance to individual banks to national
and regional conferences and forums that focus specifically on mi-
nority bank issues.

The second element of our minority bank program is to train our
examiners. The FDIC has specific programs in place to educate
bank examiners and sensitize them to the unique issues often
found in minority institutions. Traditional measures of success for
the industry as a whole may not apply to minority institutions, so
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examiners have been advised not to place undue emphasis on peer
analysis when evaluating minority institutions. We also invite mi-
nority bankers to speak at all major FDIC examiner training con-
ferences to share their experiences and perspectives.

The FDIC’s minority bank program receives attention at the
highest level in the agency. The national minority bank coordinator
submits a quarterly report of all minority bank activities to our
Chairman, and we also highlight elements of the program in our
annual report.

In response to the GAO’s recommendations, the FDIC has devel-
oped an annual survey that will be sent to all minority banks at
the end of this year. The banks will be able to rate the effective-
ness of FDIC assistance programs. We also implemented the rec-
ommendation to develop and track specific outcome-oriented per-
formance measures for our minority bank program.

In summary, minority institutions face many challenges. The
FDIC recognizes the vital role that these institutions play in the
economic development of communities throughout the United
States, and we are dedicated to the goals of preserving, promoting,
and encouraging the creation of minority depository institutions.

This concludes my statement, and I will be happy to answer
questions.

[The prepared statement of Ms. Thompson can be found on page
113 of the appendix.]

Chairman WATT. Thank you so much, Ms. Thompson.

Our third witness is Ms. Montrice Yakimov of the Office of Thrift
Supervision. Ms. Yakimov joined the Office of Thrift Supervision in
June of 2006, and is responsible for the development, implementa-
tion, and evaluation of examination programs for compliance with
Federal consumer protection laws, including fair lending, the Com-
munity Reinvestment Act, and the BSA anti-money laundering re-
quirements. She also heads up compliance policy, and is respon-
sible for the consumer complaint function and the agency’s commu-
nity affairs program.

Ms. Yakimov received her undergraduate degree in broadcast
management from Howard University, and received her MBA from
George Washington University. Welcome, Ms. Yakimov, and you
are now recognized.

STATEMENT OF MONTRICE GODARD YAKIMOV, MANAGING DI-
RECTOR, COMPLIANCE AND CONSUMER PROTECTION, OF-
FICE OF THRIFT SUPERVISION (OTS)

Ms. YakiMov. Thank you. Good morning, Chairman Watt, Rank-
ing Member Miller, and members of the subcommittee. Thank you
for the opportunity to discuss the Office of Thrift Supervision’s pro-
gram on preserving and expanding minority ownership of savings
associations, Federal savings associations.

The OTS recognizes and supports the critical mission, the legacy,
and the role that minority institutions have played in the United
States. Since the 1970’s, before there was a legislative requirement
to do so, the OTS, through its predecessor, has provided technical
assistance and other forms of support to the minority institutions
we supervise.
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You have asked about our efforts to address GAO recommenda-
tions to improve our minority institutions program. These actions
are detailed in my written statement, but I will highlight today
some of the initiatives that the OTS has recently undertaken under
the leadership of our Director, John Reich.

The OTS minority institution program provides technical assist-
ance and various forms of support to 22 minority thrifts, many of
which primarily serve minority and lower income communities. We
have more than 30 staff members, including senior management
and directors, who directly provide various forms of assistance such
as providing regular input and guidance on strengthening various
compliance risk management systems; conducting training for
boards of directors on various issues such as corporate governance,
capital credit, and accounting policy; and occasionally assisting in-
stitutions in identifing and hiring new senior management and di-
rectors.

Although the coverage ratio of OTS staff to minority institutions
enables frequent contact with the management and leadership of
those institutions, the GAO report recommended that the banking
agencies institute a survey to see how we could do more to ensure
that our minority institution program is delivering the forms of as-
sistance most valued and desired by the institutions we supervise.
OTS agreed, and has implemented this recommendation. We will
use the results of this survey to continue to enhance our program.

Our survey supplements an annual questionnaire entitled, “The
Thrift Satisfaction Survey,” which we are also tailoring in order to
solicit ongoing information from the minority institutions we regu-
late.

In order to proactively seek input on our program, we have also
increased our contact with executives from minority institutions.
For example, OTS Director Reich recently hosted a meeting of
thrift institution executives at the 2007 Inter-Agency Minority In-
stitution Conference in Miami. The Director also spoke at the Na-
tional Bankers Association conference this fall, as he did last year,
seeking advice and input on what the OTS could do to improve our
minority institution program.

We have received excellent suggestions at these meetings, and
will be incorporating them into the 2008 strategic plan for our mi-
nority institutions program. Our strategic plan will be finalized by
year end, and it is consistent with the GAO recommendation to de-
velop outcome-oriented performance measures to assess the
progress of our efforts in relationship to the minority institution
program goals.

Additionally, consistent with one of the principles contained in
FIRREA regarding minority institution support programs, next
month the OTS will pilot more training for our examiners on our
minority institution program during an advanced examiner school
here in Washington. Also with the objective to support the creation
of new minority institutions, the OTS has proactively participated
in conferences widely attended by minority bankers, entrepreneurs,
and other interested parties across the country. Through our booth,
we have participated in events such as the Congressional Black
Caucus conference, the National Council of La Raza’s annual con-
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ference, and the Multicultural Business Symposium sponsored by
the Black Business Professionals and Entrepreneurs.

The OTS, along with the other agencies, is considering how su-
pervisory guidance can support minority institutions. For example,
last year the OTS realigned our CRA regulations with that of the
other agencies and joined the agencies in proposing guidance to
permit non-minority-owned institutions to receive favorable CRA
consideration for investing in minority-owned institutions.

Notwithstanding all these efforts, we believe we can do more. De-
velopment of a minority institution strategic plan is underway as
we look to the future and additional steps we can take to further
strengthen our program.

Thank you, Mr. Chairman, for highlighting this important issue.
We look forward to working with you, Ranking Member Miller, the
members of the subcommittee, and our fellow banking regulators
to help support a bright future for minority-owned financial institu-
tions. Thank you.

[The prepared statement of Ms. Yakimov can be found on page
153 of the appendix.]

Chairman WATT. Thank you, Ms. Yakimov. Our witnesses are
doing great staying in the time limit, but that is not to put pres-
sure on the last two witnesses. They don’t have the experience at
doing this that the regulators do, so don’t feel intimidated by that.

Our next witness is Ms. Sandra Braunstein. Ms. Braunstein is
the Director of the Federal Reserve Board’s Division of Consumer
and Community Affairs. As Director, she is principally responsible
for the development and administration of Federal Reserve policies
related to consumer financial services and consumer protection.
Ms. Braunstein also administers outreach efforts to the financial
services industry, State, local, and Federal Government officials,
and consumer and community organizations.

Ms. Braunstein, you are recognized for your statement.

STATEMENT OF SANDRA F. BRAUNSTEIN, DIRECTOR, DIVI-
SION OF CONSUMER AND COMMUNITY AFFAIRS, BOARD OF
GOVERNORS OF THE FEDERAL RESERVE SYSTEM

Ms. BRAUNSTEIN. Thank you, Mr. Chairman. Chairman Watt,
Ranking Member Miller, and members of the subcommittee, I ap-
preciate this opportunity to discuss the Federal Reserve’s long-
standing commitment to, and work in support of, minority-owned
depository institutions.

Nationally, there are about 200 minority-owned depository insti-
tutions serving a broad range of communities and populations. The
Federal Reserve System supervises 19 minority-owned State mem-
ber banks that are geographically dispersed across 8 of the sys-
tem’s 12 districts. They are diverse in terms of their minority own-
ership, including African American, Native American, Asian, and
Hispanic-owned institutions.

Some of these banks are quite profitable and operate in higher
income markets, while others serve lower income communities and
in some cases are challenged to achieve earnings commensurate
with their peers. Their issues are similar to those faced by many
other banks—controlling overhead expenses, difficulty in retaining
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qualified management, and meeting competition from larger insti-
tutions in their markets.

Through our regulatory, supervisory, and community develop-
ment functions, we consistently provide assistance that addresses
the unique challenges and needs of minority-owned banks while at
the same time holding these institutions to the same supervisory
standards that we apply to all insured banks.

To enhance our support for minority-owned institutions, the Fed-
eral Reserve has developed an innovative and comprehensive train-
ing and technical assistance program. This program will be fully
operational in 2008.

In developing the program, Federal Reserve staff met with a
number of minority-owned and new banking organizations across
the country, as well as trade groups, bank consultants, the Con-
ference of State Bank Supervisors, and other State and Federal
banking agencies to learn about the challenges that institutions
confront in raising capital, and in growing and attracting talent.
These meetings provided valuable information about the special
needs of minority-owned banks, and also enhanced our under-
standing of the various issues that new and smaller institutions
face.

The resulting training program consists of three modules that
focus on issues that are most relevant at a particular point in a
bank’s life cycle. The modules have value for potential entrance to
the industry as well as those that have been in the market for
many years. They draw on data and experience from experts in the
fields of economics, accounting, finance, compliance, and may focus
on the particular challenges of establishing and sustaining robust
and vibrant minority-owned depository institutions.

Given that our minority-owned institutions are geographically
dispersed and serve different types of communities, a great deal of
flexibility is being built into the curriculum so that modules can be
tailored to address institution-specific concerns or issues. The pro-
gram also includes a way to obtain continuous feedback on the use-
fulness of the course materials. The Federal Reserve is committed
to respond to changes in the training needs of minority institutions
by reviewing and adapting the curriculum as needed.

Concurrently, efforts are underway to incorporate material from
the new training modules into the Federal Reserve examiner train-
ing programs. Relevant training will be provided for both safety
and soundness and consumer compliance examiners.

In addition to this new program, the Federal Reserve has had
other ongoing efforts that specifically provide support to minority-
owned institutions. We joined the other banking agencies in 2006
and 2007 in hosting national conferences for federally insured mi-
nority-owned institutions.

System staff have also participated in regional events. Our ongo-
ing commitment is further demonstrated through coaching and
mentoring minority-owned banks that have struggled to manage
growth while remaining profitable. We have also assisted institu-
tions through the acquisitions process, including branch acquisi-
tions.

On the regulatory front, the banking agencies recently issued for
comment some clarifications regarding the Community Reinvest-
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ment Act. One of the proposed questions and answers indicates
that non-minority banks’ investments in minority-owned banks re-
ceive favorable consideration under the investment test even if the
minority-owned institution is not located in and the activities do
not benefit the assessment areas of the investing institution.

I would like to reiterate the Federal Reserve’s commitment to
promoting vibrant, competitive, and diverse banking markets. We
are dedicated to using our roles as supervisors, regulators, commu-
nity development facilitators, and consumer educators to support
minority-owned institutions and the consumers who contribute to
our robust financial services system.

Thank you.

[The prepared statement of Ms. Braunstein can be found on page
53 of the appendix.]

Chairman WATT. I thank you for your statement. Our next wit-
ness is Mr. John Walsh of the OCC. Mr. Walsh is the Chief of Staff
and Public Affairs for the OCC, serving as the Comptroller’s senior
advisor on all matters. He represents the Comptroller in internal
and external meetings and events, and provides expert policy ad-
vice. He also oversees the Agency’s public affairs, congressional li-
aison, banking relations, program analysis and leadership learning,
and workplace fairness functions.

Mr. Walsh holds a masters in public policy from the Harvard
Kennedy School of Government. Mr. Walsh, you are recognized for
your statement.

STATEMENT OF JOHN G. WALSH, CHIEF OF STAFF AND PUB-
LIC AFFAIRS, OFFICE OF THE COMPTROLLER OF THE CUR-
RENCY (0CC)

Mr. WALSH. Thank you, Chairman Watt, Ranking Member Mil-
ler, and members of the subcommittee. I am John Walsh, Chief of
Staff and Public Affairs at the Office of the Comptroller of the Cur-
rency.

I am pleased to appear before you today to discuss the GAO’s Oc-
tober 2006 report, “Minority Banks: Regulators Need to Better As-
sess Effectiveness of Support Efforts,” and the actions that the
OCC has taken to address the recommendations of that report.

The OCC recognizes that minority-owned banks are important
community and national assets. Minority banks have long per-
formed a vital role in the American financial system by serving the
market needs of their local communities, and the OCC is com-
mitted to encouraging their continued success. While the OCC is
not subject to Section 308 of FIRREA, it has voluntarily taken the
initiative to support minority banks in keeping with that legisla-
tion.

The OCC issued a policy statement on minority-owned national
banks in 2001 to further the ability of minority banks to prosper
and meet the needs of their communities. Let me review a few of
the actions we have taken to implement this policy.

First, the OCC created a senior advisor position in 2004 to serve
as the agency’s focal point for minority banking issues. Second, the
OCC formalized its longstanding practice of making experts avail-
able in each of the OCC’s districts to provide guidance on a range
of supervisory issues of importance to minority-owned institutions.
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Third, we have issued guidance, distributed publications, and con-
ducted information sessions regarding the provision of capital and
other resources to minority-owned banks, including majority bank
investments in many institutions.

As you know, the 2006 GAO report recommended that we con-
sider serving minority institutions or undertaking other measures
to determine how minority banks view our support efforts and re-
lated activities, and to assess the progress in meeting our goals.
Building on our minority bank policy statement, we have under-
taken additional efforts to increase the effectiveness of our super-
visory services and outreach to our minority banks, as rec-
ommended in the GAO report.

Our initial step, now completed, was to conduct an internal sur-
vey of the assistant deputy comptrollers and portfolio managers
who directly supervise minority national banks.

The second phase of our review began in August 2007, when we
distributed a survey directly to our minority-owned national banks.
The minority national banks survey is very focused on how we can
make our education, outreach, and technical assistance efforts
more useful and effective to these banks.

The survey also provides minority bankers the opportunity to
comment on the OCC’s supervisory policies and guidance and to
state whether they believe our examiners have the training and
guidance necessary to effectively supervise their banks.

I can report that the early returns from these surveys underscore
the importance of specialized supervision for minority-owned
banks. These results encourage us to place even greater emphasis
on how to improve the effectiveness of our supervisory policies and
guidance, and the ongoing training needs of both our examiners
and our minority institutions.

As I describe further in my written testimony, the OCC is also
implementing several additional initiatives to further the ability of
minority banks to prosper and meet the needs of their commu-
nities. These include improving communications with organizing
groups interested in entering the national banking system, ex-
panded participation in outreach meetings and conferences
throughout the country to discuss supervisory and industry issues,
and the expanded use of the internet to support minority institu-
tions.

The OCC created an external outreach and minority affairs page
on the OCC’s public Web site, and a special informational page for
bankers on OCC’s National BankNet site is under development.
New BankNet features will include comparative bank performance
metrics, discussion of legislative and regulatory issues, upcoming
training opportunities, and other information of interest to minor-
ity bankers.

In conclusion, let me restate the OCC’s commitment to work with
minority-owned national banks and to provide effective technical
assistance and supervisory services. As I mentioned, the OCC has
voluntarily taken the initiative to support and reach out to minor-
ity banks under FIRREA’s Section 308 provisions, and we would
have no objection to that being made explicit by the Congress.

Thank you, Mr. Chairman. I would be pleased to answer your
questions.
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[The prepared statement of Mr. Walsh can be found on page 136
of the appendix.]

Chairman WATT. Thank you, Mr. Walsh.

Sometimes when you are in the middle of these hearings, you
have a flashback to an earlier time in your life. And I just had one
because—and Ms. Waters is going to get me out of the problem. I
had two guys in my high school class. One of them was named
“Cooper” and one of them was named “Cooper”—spelled exactly the
same way. So I have had this dilemma in my whole life, and I don’t
have to answer that today because I am going to recognize Ms. Wa-
ters to make the introduction of our next witness, whatever his
name is.

Ms. WATERS. Thank you very much for putting me on the spot,
Mr. Chairman.

There may be two ways to pronounce this gentleman’s name, but
I have always referred to him as Mr. “Cooper.” Mr. Bob Cooper, the
chief legal strategist for OneUnited, the largest African American-
owned bank in the country. Mr. Cooper is typical of the young, bril-
liant minds that have been amassed at OneUnited Bank by Mr.
Kevin Cohee.

Since Mr. Cooper joined OneUnited, it has acquired and turned
around three troubled banks, and grown from $56 million to $650
million in assets, making it the fastest-growing African American-
owned bank in the Nation. Mr. Cooper is here today as the current
chairman-elect of the National Bankers Association, the nation’s
oldest and largest trade association representing minority- and
women-owned banks and thrifts.

Thank you, Mr. Chairman.

Chairman WATT. And I will recognize Mr. “Cooper,” or Mr. “Coo-
per,” for his remarks.

STATEMENT OF ROBERT P. COOPER, SENIOR COUNSEL,
ONEUNITED BANK, ON BEHALF OF THE NATIONAL BANKERS
ASSOCIATION

Mr. CooPER. Good morning, Chairman Watt, Ranking Member
Miller, and members of the subcommittee. My name is Robert Pat-
rick Cooper, and I am providing this testimony on behalf of the Na-
tional Bankers Association, the NBA, and its national constituency
of minority- and women-owned banking institutions.

First of all, we would like to thank you for taking the time to
hold this hearing regarding the concerns of minority banks. We are
confident you recognize the importance of minority banks in this
country, particularly to our inner cities, where they not only pro-
vide critical financial services but also, as importantly, serve as a
beacon of hope to underserved minority residents. These remarks
seek to initiate a dialogue with you and your congressional col-
leagues to rectify certain problems minority banks face, and there-
by avoid further crises for these institutions.

Regulators thus far have steadfastly refused to focus on the bene-
fits and changes they are uniquely empowered to provide, instead
emphasizing the straightforward FIRREA mandate regarding tech-
nical assistance. FIRREA was about more than technical assist-
ance. It was a recognition of the unique challenges of minority
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banks and a promise to rectify them, a promise that thus far has
been unfulfilled.

Let me briefly provide some context. The assessment of the GAO
report accurately can be described as no less than alarming. For
example, African-American banks, which are at the very heart of
many large U.S. cities, have ROAs that significantly lag that of
their peers, in some cases by as much as 75 percent. Unfortunately,
the regulatory response to this crisis has fallen far short of congres-
sional mandates as outlined in FIRREA.

As a result, we are well beyond the point where nebulous prom-
ises of future assistance are sufficient. Having failed to see ex-
pected benefits in the 18 years since FIRREA’s passage, the NBA
strongly believes that more forceful congressional action and over-
sight is now required.

Accordingly, the NBA is requesting specific, prompt, forceful ac-
tion at the legislative, regulatory, policy, and procedural level to
change the environment in which minority banks operate. We
would very much appreciate the committee leading this effort and
forcing the banking agencies to appear before you in formal hear-
ings in which we can also participate on no less than an annual
basis to explain their performance on a “outcome-oriented” basis
recommended by the GAO.

Now, as a road map of certain objectives, we suggest the fol-
lowing. On the legislative front, we would ask respectfully that
Congress amend FIRREA to expressly make it apply to all four
Federal banking agencies, and to make it a mechanism of change.
In my written remarks, I have prepared specific language for the
committee’s consideration.

To emphasize, however, while we believe amending FIRREA is
important unto itself, it is far from sufficient. Our fundamental dis-
satisfaction is not with Congress. As a result, we wanted to provide
a non-exhaustive list that the banking agencies can target to begin
to improve the standing of minority banks.

First, the current capital rules are not designed to address the
particular experience of minority banking institutions, and thereby
to enable them to become prominent by asset size as well as role,
and members of the financial services marketplace.

The avenue of raising capital commonly used by majority banks,
broad public offerings of common stock, is not practically available
to minority banks. The general concern is that by raising such
funds, the shareholder base of the bank will change in a way that
is adverse to its status and role as a minority bank.

We thus submit, and wish the banking agencies to recognize,
that: one, nonvoting preferred stock held by institutional investors
is a stable, safe, and sound form of capital; and two, it would not
be an unsafe or unsound banking practice to amend the capital
rules to permit minority banks to have a high percentage of capital
consisting of such nonvoting preferred stock.

As a second specific area for change, despite certain recent and
appreciated regulatory initiatives, the current CRA rules still do
not address the particular environment in which minority banks
operate, for example, with respect to encouraging majority banks to
support them through investments, loans, or deposits.
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Majority banks should receive CRA credit for funding minority-
and women-owned banks, which are often community development
financial institutions, or CDFIs. By modifying the CRA framework
to make it expressly clear that such funding is wholly consistent
with the purposes of CRA, minority banks can materially increase
the funding they receive from bank institutional investors.

We are aware of Q&As designed to address this issue. Neverthe-
less, we strongly believe that the banking agencies should amend
the CRA regulations to more expressly grant CRA credit to major-
ity banks for providing funding to minority- and women-owned
banks in CDFIs.

As a third specific area for change, banking agencies should con-
sider the particular challenges faced by minority institutions when
making broad policy statements. Such statements tend to address
sweeping topics of current relevance to financial services, often in
untailored terms. Consequently, minority banks face the prospect
of examinations and criticisms not appropriate given their role in
the industry.

We would suggest each banking agency either create a blanket
policy addressing minority banks or amend their existing policies
to expressly provide that regulators and examiners thoughtfully
consider the unique circumstances of minority institutions in apply-
ing such policies.

Going forward, we would further suggest that each time regu-
lators propose a policy statement, they strongly consider whether
minority banks should be separately addressed in the statement,
and specifically discuss their reasoning and conclusion in this re-
gard in the preamble to the proposed policy.

In conclusion, we look forward to working with you and the regu-
lators to address the foregoing challenges facing our institutions.
We appreciate your attention to this important matter, and I would
be pleased to answer any questions you may have. Thank you.

[The prepared statement of Mr. Cooper can be found on page 62
of the appendix.]

Chairman WATT. Thank you, Mr. Cooper, for your testimony.

And I will now make my disclaimers so that I get them on the
record. Most people recognize my congressional district as being the
second largest financial center in the country in Charlotte, North
Carolina. And they recognize Bank of America and Wachovia.

But it should be clear that my bank account has always been,
throughout my entire banking history, at Mechanics & Farmers
Bank, a minority institution in our great State. And I should also
disclose, although it is a matter of public record, that I am a share-
holder in Mechanics & Farmers Bank—not on the board; I don’t
have any close connections like that.

But I wanted to get that out of the way before I introduced our
next witness, Kim D. Saunders, who has served as president and
CEO of M&F Bancorp, Inc. and M&F Bank, Mechanics & Farmers
Bank, since February of 2007, and before that held the same title
at Consolidated Bank & Trust Company. She was the second fe-
male president and CEO in Consolidated Bank’s history, a distinc-
tion she also holds at Mechanics & Farmers Bank.

Ms. Saunders has a B.S. degree in economics from the Wharton
School of Finance at the University of Pennsylvania, and an hon-
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orary Doctorate of Humane Letters from Shaw University in Ra-
leigh, North Carolina. We welcome you today. To the extent that
there is such a thing as a personal banker, Ms. Saunders might be
it, although she is way—150 miles away from where I am in Char-
lotte.

So we recognize you for your statement.

STATEMENT OF KIM D. SAUNDERS, PRESIDENT AND CEO,
MECHANICS & FARMERS BANK

Ms. SAUNDERS. Good morning, and thank you. Mr. Chairman,
Ranking Member Miller, and other distinguished members of the
subcommittee. Again, my name is Kim D. Saunders and I am presi-
dent and CEO of M&F Bancorp, Inc., and Mechanics & Farmers
Bank. On behalf of the boards of directors of M&F Bancorp, Inc.,
and Mechanics & Farmers Bank, I am honored to provide you with
comments on this very important subject of preserving and expand-
ing minority banks.

M&F is a $223 million community bank that conducts business
in four of North Carolina’s largest markets. The bank is celebrating
its 100th anniversary throughout 2007 and 2008, and our parent
company currently is anticipating approval of a merger agreement
that should elevate Mechanics & Farmers Bank into the top five
largest African-American-owned banks in the United States.

In deference to this committee’s time, I would like to focus on the
specific areas that I believe offer the potential of substantive assist-
ance for minority banks. They are how regulators may increase uti-
lization of technical assistance among minority banks, and specifi-
cally legislative steps that should be taken to assist minority banks
to raise capital and to operate efficiently.

In August 2006, the FDIC’s Vice Chairman, Martin Gruenberg,
identified some of the challenges to minority banks operating in a
highly profitable manner: the relatively higher cost of doing busi-
ness in communities with incomes below market average; high im-
migrant populations; smaller deposit base; and a preference for in-
person service.

To assist minority banks in addressing these unique challenges
as well as facilitating capital investments in these institutions, I
recommend the Committee on Financial Services consider legisla-
tion to ensure that bank regulators provide the necessary notifica-
tion regarding the array of technical assistance services that are
available, and to amend regulatory peer group benchmarking and
examination evaluations to recognize the differences between mi-
nority banks and the UBPR-designated peer groups.

Finally, although I recognize that the Federal tax legislation is
outside the purview of this committee, the ability of minority banks
to raise capital would be enhanced if the CDFI fund guidelines
were modified to allow tax credits for investments specifically in
those institutions, more specifically with respect to increasing the
use of technical assistance by minority banks.

Banking regulators should correspond at least semi-annually
with the CEOs of the minority banks they oversee to apprise them
of the forms of technical assistance that may be available and to
provide the appropriate contact information for future reference.
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They should also utilize this opportunity to determine what other
pertinent forms of technical assistance could be provided.

Regulators should be proactive in communicating with minority
banks, especially those deemed to be low-performing. Our overall
relationship with regulators has been positive, but there is room for
improvement.

In terms of specific legislative steps to assist minority banks to
raise capital and operate efficiently, let me state clearly that my
bank and the other minority banks share the regulators’ goal of en-
suring the safety and soundness of the banking system.

The GAO report clearly highlights the traditional and universal
difference in performance between minority and majority banks.
However, regulatory benchmarks by which minority banks’ per-
formance is graded always compares these institutions with the
UPBR-designated peer groups such that a truly equitable compari-
son of performance factors is not considered nor possible.

The Financial Services Committee should consider legislation so
that regulatory peer group benchmarking and examination evalua-
tions are tailored to recognize these differences. Just as there exist
today certain examination differences for money center banks
versus smaller community banks, regulators should modify the
grading process utilized in bank examinations by comparing minor-
ity banks to a peer group of other minority banks, and within the
context of this peer group structure, apply the factors of safety and
soundness.

Finally, and as aforementioned, while the Financial Services
Committee does not have jurisdiction over taxes, which is the pur-
view of the Ways and Means Committee, there is a palpable role
for incentives. The market places such a significant discount on the
value of minority banks that we are at a significant disadvantage
regardless of our stature of profitability in our abilities to raise
capital. Therefore, the CDFI fund guidelines should be modified to
include tax credits for investments specifically in minority banks.

It is the sincere wish of the boards of directors of M&F Bancorp
and Mechanics & Farmers Bank that this committee will consider
the recommendations made today and take the necessary actions to
truly preserve and expand minority banks.

Again, I am honored and appreciative of this opportunity to tes-
tify, and I am available for questions and comments from this dis-
tinguished panel of committee members. Thank you.

[The prepared statement of Ms. Saunders can be found on page
74 of the appendix.]

Chairman WATT. Thank you so much for your testimony. She
said she was a little nervous, but she did fine—wonderful. Thank
you.

We welcome Representative Greg Meeks, who is not a member
of our subcommittee, but is a member of the full Financial Services
Committee. I understand that he may wish to make an opening
ztatﬁment. If so, I would ask unanimous consent to allow him to

o that.

Mr. MIiLLER. Who is wanting to speak? I want to know before 1
grant unanimous consent. Oh, Mr. Meeks. Okay.

Chairman WATT. He is reserving the right to object. I think he
is giving you a hard time this morning.
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Mr. MEEKS. He always does. I will get him in the gym tomorrow.

Thank you, Mr. Chairman. I am very thankful to you, Mr. Chair-
man, for holding this hearing. Coming from the City of New York,
and listening to you as you talked about Ms. Saunders, I want to
say that in New York we have one bank, Carver Savings Bank,
where we have an individual whom Ms. Saunders reminds me of,
Debbie Wright, who is the president of that bank.

I want the record to reflect that my account is at Carver Savings
Bank, and that every—even my campaign’s account, every dollar
goes through Carver Savings Bank in New York. And we then try
to advocate for all of the electeds that are in New York to try to
put whatever—not only their personal money, but whatever polit-
ical money they raise, if you are going to keep it at a bank, keep
it at Carver Savings Bank because it is tremendously important to
us and it is tremendously important to the development, the eco-
nomic development, of our communities.

And so it is tremendously important—this hearing is tremen-
dously important for me and important for communities throughout
America because the banks, they are responsible for and help revi-
talize our communities. And when we are talking about individuals
needing loans, whether it is for a home, whether it is for a busi-
ness, whether it is, you know, in having someone that you can go
in to and trust and you are talking about truly a neighborhood type
situation of understanding the community in a way that no one
else can, it is the minority banks that we have.

And there is a desperate need, I believe, all across this Nation
to make sure those that we have, that we cherish, and that we
make sure that that playing field is leveled and equal for them,
and that they are evaluated in the appropriate way. And so I am
thankful to be here at this hearing.

I am also thankful to be sitting in the Financial Services hearing
room, Mr. Chairman, and seeing so many people of color testifying.
Too often, that is not the case here in this hearing room. And I look
forward to the individuals who are testifying to be also testifying
very shortly because I know that they are going to be the heads
of many of their regulatory agencies in particular. And so I look
forward to the government reflecting America, and having them as
heads of some of the regulatory agencies, and testifying before the
full committee representing their agency in that capacity.

I yield back the balance of my time.

Chairman WATT. I thank the gentleman for being here, and I am
personally aware of his longstanding commitment in this area and
his predecessor’s longstanding commitment in this area. Represent-
ative Floyd Flake, who formally chaired this subcommittee, was in
office before Representative Meeks, so we know that congressional
district has a long, longstanding commitment.

Now, I have to chair this subcommittee, so I am going to be here,
but I know some of the other members have commitments that
may require them to leave. I have a bunch of questions, as you can
probably imagine, but I am going to defer my right to go first and
would recognize Ms. Waters for 5 minutes for questions.

Ms. WATERS. Thank you very much, Mr. Chairman. I would ask
unanimous consent to submit for the record my disclosure state-
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ment, which includes my husband’s service on the board as a direc-
tor. He is also a shareholder in OneUnited Bank.

Chairman WATT. Without objection.

Is that required?

Ms. WATERS. I beg your pardon?

Chairman WATT. Maybe I need to do that, too. Is that required?

Ms. WATERS. Well, I think we should always—

Chairman WATT. Okay. We will put it in the record.

Ms. WATERS. —put it in the record. And while we are doing that,
let me just explain for those who are wondering about why so
many of us have personal involvement with minority banks.

In the African-American community, the test of your commit-
ment to economic expansion and development and support for busi-
ness is whether or not you put your money where your mouth is.
And so for people who may be in the audience who don’t under-
stand all that you are hearing, you will find that most black profes-
sionals belong to, participate with, their minority banks in their
community. It is expected of us. We should do it. And it is a true
test of our commitment. So I want that on the record also for those
people who don’t understand our relationship to minority banks.

Having said that, let me just say to our agencies that testified
today that the report on minority banks, the regulators’ assess-
ments of the effectiveness of their support efforts, have been lim-
ited. The statement by Mr. Scott is really kind of an indictment on
your ineffectiveness.

We are not here to beat up on you this morning. But while I ap-
preciate your testimony about the conferences you have attended,
we really want to get to the core of what your assistance is really
all about.

Have any of you been involved in assisting minority banks with
capital formation or access to capital so that they would be able to
provide better services? I see Ms. Thompson is saying “yes.” Would
you tell me in as short a period of time as you possibly can, what
have you done to assist with capital formation? Is it Ms. Thompson
or Ms.—Yarrow, is that it?

Ms. YAkiMOV. Montrice Yakimov.

Ms. WATERS. Yes.

Ms. YAkIMOV. Our agency at the regional level, at the highest
levels in our regional offices, has worked with a number of our in-
stitutions, and is reaching out to potential investors and supporting
their efforts to raise capital.

Ms. WATERS. Who have you been successful with?

Ms. YakimMov. I think we have some positive stories to share.
There is one effort that is difficult to talk about right now because
we are early in the process.

Ms. WATERS. You don’t have to name names. Just tell us, there
has been a particular effort that you have made that helped to
identify and assist in getting “X” number of dollars for capital for
a minority bank.

Ms. YAKIMOV. Yes.

Ms. WATERS. How much?

Ms. YAKIMOV. You know, I would be happy to submit that for the
record. I don’t have the specific dollar amount. But I do know that
there have been a number—



23

Ms. WATERS. All right. We will get back to you on that.

Ms. YAKIMOV. Sure.

Ms. WATERS. Because this is what we are really interested in,
not the conferences and the generic outreach. We want to really
talk about, for example, who was involved in saving a minority
bank that may have been taken over by a majority bank in a merg-
er? Has anybody been involved in that kind of activity?

Ms. THOMPSON. The FDIC regularly gets involved in—

Ms. WATERS. I am sorry. I didn’t hear you, Ms. Thompson.

Ms. THOMPSON. Sorry. The FDIC regularly gets involved in trou-
bled institutions.

Ms. WATERS. Give me an example of a minority bank that you
have helped to save.

Ms. THOMPSON. I can’t talk about open institutions. But I can tell
you and assure you that there have been near-failures in minority
institutions where we have put together bid lists that comprise spe-
cifically—

Ms. WATERS. Are you familiar with Independence Bank?

Ms. THOMPSON. Yes, I am.

Ms. WATERS. Do you know that was a minority bank that was
owned by a minority family for many years in this area that was
taken over by one singularly dedicated white male, who has ended
up with 51 percent ownership of the bank? Were you involved in
that?

Ms. YAKIMOV. That is—

Ms. WATERS. Oh, you were involved in that?

Ms. YAKIMOV. I am sure Ms. Thompson is happy to pass that one
on to me. Independence is supervised by the Office of Thrift Super-
vision. Representative Waters, I appreciate your point. I can share
with you that the OTS did reach out to potential partners to retain
the minority ownership of the institution. It is difficult to talk
about all of that. Some of it has been publicized in the media.

Ms. WATERS. Okay. I am not going to let you go on. I just bring
this up as a point of reference to let you know that we know about
these things, and I am very much involved. I kept up with this ef-
fort with Ms. Carolyn Jordan, who was the first African American
to serve in the Congress of the United States on the Banking Com-
mittee many years ago, a brilliant woman who worked very hard
to try to save that bank.

I just bring that to your attention to let you know that we are
serious about what is supposed to be law and supposed to be your
attempts to honor Section 308 of the Financial Institutions Reform,
Recovery, and Enforcement Act of 1989 that established goals to-
ward which Federal regulators must work to preserve and promote
such institutions.

And I want you to know that I was involved in reaching out to
the FDIC in particular when there was another bank that was
about to be acquired by a major white bank out of Illinois. And ba-
sically, I was told that there was nothing that could be done.

Now, let me be clear. We are all interested in making sure that
our banks are sound, that they are operating properly, and that
they are following the rules and the laws. So I don’t want anybody
to think that we are trying to get something for minority banks
that they don’t deserve.
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But let me just say to you that we do not believe that our agen-
cies who are charged with this responsibility—and it is pretty
much documented in this report—are doing enough. I appreciate
some of the recent efforts to organize after this report was in proc-
ess. This is very important to African American and minority com-
munities, and we are going to do everything that we can to assist
you.

We like the recommendations that are coming forward today
about what we can do. And I particularly want to know about the
peer review more, and I want to know about the capital, the re-
serves that are required for so-called at-risk institutions, so that we
can see what we can do legislatively to assist our minority banks.

Having said that, let me wrap up because I am over my time.
Do any of you have any suggestions for legislation that would help
you, as we have coming from our minority institutions? What
would you suggest we do that could be helpful to you?

Chairman WATT. All of them are swallowing hard. So maybe we
should ask them to think about that and come back with written
recommendations, if they have any. And maybe you can do it in
consultation with others in your regulatory structure.

Ms. WATERS. Thank you very much, Mr. Chairman. I yield back.

Chairman WATT. We unfortunately heard the bells and whistles
going off, which means that we have a series of three votes. The
first is a 15-minute vote, followed by two 5-minute votes.

We have time to get in one additional question.

Mr. MILLER. Maybe two.

Chairman WATT. If there is somebody who will not be able to
come back—

Mr. MiLLER. Well, now, the minority side has some rights over
here.

Chairman WATT. You have the right to go.

Mr. MILLER. Nobody wants me to buy bank stock, but, I mean,
I want to speak.

Chairman WATT. You have to come back.

Mr. MILLER. I am going to be back.

Chairman WATT. No, that is fine. I was going to go to somebody
who might not be able to come back.

Mr. MiLLER. Well, for the record—

Chairman WATT. In that case, I will recognize the gentleman for
5 minutes. I would have given him the right to do that anyway.

Mr. MiLLER. For the record, I bought quite a bit of bank stock
yesterday from my perspective. But nobody is here that I bought—
there are some great deals out there in the banking industry, I
hate to say it, as you all know.

This has been a very good panel. I am just amazed that every-
thing stayed—probably the first time ever that many stayed within
the 5-minute timeframe. And it is really good to see.

Mr. Scott, let’s start with you on this side. Can you please de-
scribe the technical assistance that you are providing to minority
banks that you think is of benefit to them, and how many banks
utilize the assistance available?

Mr. Scort. Mr. Miller, as GAO, we actually are not involved in
providing technical assistance to the financial institutions. The
work we did focused on the efforts by the regulators—
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Mr. MILLER. But you did a study on it? Yes.

Mr. ScoTT. We just reviewed their efforts. Yes, sir. So I would
defer to the regulators to describe their technical assistance effort.

Mr. MILLER. Okay. And the GAO study in 1993 on minority
banks, has there been significant growth in minority banks since
that study was done, from your perspective?

Mr. ScoTT. Most recently, I believe the number we have in our
report is around 195. I think the regulators are saying over 205
now. So there continues to be some growth in those numbers. Yes,
sir.

Mr. MILLER. Mr. Cooper—Cooper, excuse me. I will get it right.
I don’t want to be wrong—I really enjoyed your testimony. Is there
a reason that you couldn’t sell common stock to maintain minority
management in that same process? And wouldn’t this balance both
concerns, having adequate capital and accessing capital like other
banks, but maintaining minority leadership roles within the bank?

Mr. CooPER. The short answer to that is no. But first I would
like to echo Congresswoman Waters, that in no way are we advo-
cating compromising any of the standards of safety and soundness,
nor are we requesting that this committee contemplate any meas-
ure—

MII{‘;) MILLER. But to my question, why couldn’t you sell common
stock?

Mr. CoopPER. Well, we could sell common stock. The concern
there is that you actually dilute your shareholder base, and that
minority banks are at a competitive disadvantage in that, for the
majority, if you go out and have a public offering, you are still a
majority institution. As a minority bank, if you go out and engage
in that same activity, then you risk losing your minority character
either in the initial public offering or in sort of a secondary offer-
ing.

Mr. MILLER. But how do individuals who believe in minority
banks—Ilet’s say I believed in minority banks and I wanted to in-
vest in a minority bank to assist you in what you are doing in an
area. That seems counterproductive that the bank couldn’t allow
that because it increases your assets and available funds to serve
the community.

Mr. CooPER. Well, as we know, there are individuals who can in-
vest in institutions, but the resources of most individuals are rel-
atively small. The access that or the advantage that minority
banks actually have is their access to large institutional investors,
such as large media conglomerates, insurance companies, oil com-
panies, and the like, and that they are willing to invest money in
preferred shareholdings which have no voting rights.

Mr. MILLER. So you are afraid that common stock sales would
create a situation where a different group could take over the bank
rather than the minorities?

Mr. CooPER. Correct. And then by definition, you wouldn’t have
a minority bank.

Mr. MILLER. It is sad to say, but that is counterproductive to ev-
erything we are trying to do in society to integrate groups in and
create opportunity in a fashion. I mean, it really is, but it is sad.

Mr. CooPER. I would respectfully disagree with those remarks,
that it is sad. Minority banks, particularly African American—
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Mr. MILLER. I mean, it is sad that the others can’t be involved
in the process.

Mr. CoOPER. No. Others certainly can be involved, and any of our
banks welcome capital that is provided to our institutions. So we
are actually not refusing capital from these different sources. I
guess what I would suggest to you is that those amounts of capital
can be found in limited amounts as opposed to the larger amounts
of capital that banks need to survive and prosper and grow.

Mr. MILLER. Ms. Thompson, is there a limit with what regulators
can do with respect to balancing safety and soundness concerns
and helping minority institutions at the same time?

Ms. THOMPSON. Well, that is a priority for our organizations.

Mr. MILLER. Microphone?

Ms. THOMPSON. I am sorry. Yes. Safety and soundness of finan-
cial institutions is a priority for our organizations. I would say that
capital is important because capital really is used to absorb unex-
pected losses, and it promotes public confidence. And when people
see that FDIC seal, it ought to stand for something.

Capital is critical in terms of the institution. And we have taken
a look at some of the suggestions that have been made by Mr. Coo-
per, with regard to preferred stock. These instruments are kind of
a hybrid. They have some characteristics that look like equity, and
they also have characteristics that look like debt.

And when you are talking about capital, we want pure capital.
We want to make sure that there is money available to absorb
losses. Preferred stock represents a debt obligation for the institu-
tion because you have to pay dividends, which is effectively inter-
est. So we want to make sure that when we are talking about cap-
ital, that it is there and it is available to absorb losses.

Mr. MILLER. Do minority institutions face different challenges in
respect to sound management than other institutions would?

Ms. THOMPSON. Well, I don’t know that they face different chal-
lenges with regard to sound management. I would venture to say
that I am familiar with many of the management of these organi-
zations, and I think that they are as sound as any other in their
peer groups.

I would say that there are some challenges that are specific to
minority institutions. They often operate in economically distressed
areas. Many times they operate in urban areas. And they often
have a high reserve for losses. They have high expenses. They have
a high touch operation where they have to deal directly face-to-face
with their customers. So there are some challenges that are unique
to minority institutions.

Mr. MILLER. Well, I am in a situation, Mr. Watt, of too many
questions and too little time. Thank you.

Chairman WATT. Well, we will recognize you again on the next
round of questioning, but right now we have about 5 minutes to get
to the Floor. So we will recess, and we should be back immediately
following the series of votes. That should be probably 20, 25, or 30
minutes at the most, so you all be at ease, and we shall return.

[Recess]

Chairman WATT. We will reconvene. Mrs. McCarthy, unfortu-
nately, had another meeting she had to go to, but she said she
would get back, hopefully, before we finished up. The ranking
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member, I think, is on the way back from the Floor. And it is my
turn to ask questions, anyway.

And since I have so many, maybe I should get on with it so as
not to hold up either the panel or members who come in. There are
a number of areas here that I would like to explore. Perhaps I
should start with Mr. Scott, to ask a general question.

It seems to me that the regulators in most of the areas over
which they have regulatory authority and which they consider im-
portant, either because they themselves understand that it is an
imperative for them to deal in a certain way, or because the Con-
gress has made it absolutely clear to them that we have an expec-
tation.

We will create a set of outcome-oriented performance measures.
I am just thinking about some of those areas. There are some spe-
cific criteria that define whether you are safe and sound. There are
some specific criteria, although the regulators didn’t start out
thinking that maybe this was all that important, there are some
specific criteria that define success or failure to meet CRA.

I don’t see anything in this area where that has occurred. Mr.
Scott, your agency—I guess you weren’t there in 1993—defined this
as something that might have been desirable in 1993. You identi-
fied again in the 2006 report that none of these agencies, none of
these regulators, have established outcome-oriented performance
measures, is the way you described it.

So I guess my first question, Mr. Scott, and then I would like to
hear from the regulators in this general context, is many of the
same recommendations you made, the GAO made, in 1993, you
made again in 2006. In your consultation with the regulators, have
they provided reasons for not implementing the 1993 recommenda-
tions, first of all?

And can the GAO offer any suggestions for banking regulators in
this whole context of establishing outcome-oriented performance
measures, or is that something that they should be taking the ini-
tiative on? What kinds of things might be considered an outcome-
oriented performance measure?

Let’s start with Mr. Scott on that. And this is not designed to be
unfair to the regulators or to beat up on you. That has never been
my intent. My objective is to be constructive here. But I would like
to hear from all of you in that context.

Mr. ScorT. Thank you, Mr. Chairman. In terms of the progress
the agencies made or did not make between our 1993 report and
our 2006 report, I would respectfully defer to them to explain to
you what was going on in the intervening years. In terms of—

Chairman WATT. But did they say anything to you about—I
mean, did you ask the question? You seem to be finding a lot of
the same things.

Mr. ScorT. We had discussions with each of the regulators. I
think some of what we saw was that they were taking some steps.
But the point we made in our most recent report was that it should
be a comprehensive approach—it should be on a more routine, reg-
ular basis, so you have ongoing feedback that can be provided to
the regulators so that they will know realtime that the actions they
are taking—the technical assistance, the outreach meetings, the
conferences—are they really making a difference?
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So rather than doing things on an ad hoc basis, what we are
really focusing in on is trying to encourage them to do these sur-
veys and other outreach efforts on a more routine basis that allows
them to gather feedback, analyze the data, and then where nec-
essary, make changes to their outreach programs or activities. That
is really the goal of our recommendations, to get more realtime
data so that the agency is in a better position to be more respon-
sive to the institutions.

In terms of outcome-oriented performance measures, I mean,
clearly there is a range of opportunities there for the agencies to
implement those. The bottom line is that for any action the agen-
cies take, we want to make sure that the actions make a difference.
If you are going to do a conference, you want to know not only that
people are attending, but the material they are receiving, the infor-
mation being shared is making a difference in their operations and
the financial stability of the institution.

For example, your examinations, how are they impacting these
institutions? One outcome-oriented performance measure could
be—you know, if you examine a bank and find some deficiencies,
what steps are the institution taking to correct those deficiencies?
If you hold a conference, not only how many people attend the con-
ference, but did it make a difference in terms of their knowledge
base growing?

So those are the sorts of things we are saying the agencies may
want to consider in terms of outcome-oriented performance meas-
ures. Is what you are doing making a difference? And right now it
is sort of tough to tell exactly what kind of difference some of the
activities are having at the end of the day.

Chairman WATT. Ms. Thompson, Ms. Yakimov, Ms. Braunstein,
Mr. Walsh, I would love to hear from you about this whole concept
of outcome-oriented performance measures. Failure to have out-
come-oriented performance measures, as I said in my lead-up to
the question, may suggest less of a feeling of importance to the out-
comes.

The banks, for example, complained for years that CRA was a
process-oriented thing. We get graded on how many times we meet
with a community group as opposed to whether anything comes out
of that meeting, no performance-oriented, outcome-oriented result.
And just about everything I have heard you all talk about is proc-
ess—very little about outcome. I don’t want to be unfair.

But talk to me about this whole concept of outcome-oriented per-
formance measures.

Ms. BRAUNSTEIN. Congressman, yes, I just want it clear for the
record that the 1993 GAO report that you are talking about only
focused on the agencies that are covered by FIRREA. We were not
included in that report, so I can’t speak to us not doing something
that we weren’t part of.

Chairman WATT. Well, maybe I should just hear from Ms.
Thompson and Ms.—

Ms. BRAUNSTEIN. But I do want to address the outcome-oriented.

Chairman WATT. All right.

Ms. BRAUNSTEIN. We have been doing a lot of activities with mi-
nority-owned institutions for many, many years, and I will admit
that our outcome measures have been done on a very informal
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basis up till now. We have close relationships with all the banks
we supervise, and we have held discussions with them about their
needs and the effect of our exams and our technical assistance. But
it had not been formalized up till now.

As part of the program, the new program that we have devel-
oped, the training and technical assistance program, we have built
into that a feedback mechanism so that we can get information not
just through surveys, but some of that feedback mechanism is actu-
ally face-to-face interactions with the institutions that undergo the
training and go to the classroom training to find out, was it respon-
sive to their needs? Was it helpful to the issues that they are facing
in their institutions? And if not, what could we do to improve that?

And we will continue—we built in this flexibility so we can con-
tinue to tweak the materials and the sessions to make them re-
sponsive and to make sure that they have good outcomes for the
institutions.

Chairman WATT. Let me go to Mr. Walsh next, and then we will
get to the two people who were actually covered by the 1993 report.
Even before you say it, Ms. Braunstein has acknowledged that you
all were not specifically directed or encouraged to do anything in
the 1993 report. So I have that as a background. Do you want to
respond on the outcome-oriented performance measures part of the
question?

Mr. WALSH. Yes, Mr. Chairman. With that as a given, I would
echo some of the things that Ms. Braunstein said in that we have
focused recently on a much more specific and intensive process of
interaction with both our staff that supervise minority institutions
and the institutions themselves to understand better what can be
done better in the processes of supervision to support the institu-
tions and to get feedback from the institutions themselves about
how that is working.

But even that is somewhat process-oriented in that it is review-
ing the nature of these interactions. I would say that the super-
visory process is in fundamental ways very performance-oriented in
that we look at the performance of the banks as to capital assets
management, etc., and then their actual financial performance.

So that is the basis on which we are reviewing them, and we
have made more of an effort to look at minority banks within their
peer group to see how they are doing and how that performance
compares to the wider range of institutions that we supervise.

Ms. THOMPSON. With the FDIC, we have been very intentional
about our outreach and outcome performance measures. I will give
you some specific examples.

We talk regularly with minority institutions. We host conferences
and forums around the country to find out what the issues are with
the institutions we supervise and those that we insure. We have
six regional offices, two area offices, and every year they are re-
quired to have outreach meetings.

As a result, we try to find out the topics that are of interest to
minority institutions. Specifically, at our national conference we
heard throughout the regions and throughout the country that cap-
ital was important. So we made sure that we had people at the
conference to address some of the capital issues, specifically for mi-
nority institutions.
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We heard from our institutions that they had concerns about the
BSA examination process, so we held forums to talk and specifi-
cally go over the BSA examination process so that they would bet-
ter understand some of the issues they were faced with.

We heard from our institutions that they were concerned about
Information Technology (IT), so we brought IT examiners in to talk
about the IT examination process, electronic banking, and some of
the nuances that were associated with these matters. We also
heard from them that they were having concerns about accounting,
so we brought our chief accountant to address the minority banks
so that they could find out what the new accounting rules were and
how they would be applied to their specific institutions.

In addition to the conferences and things that we do on a regular
basis, one of the things that we require our examiners to do is 90
to 120 days after an examination of a minority institution, they are
to contact that institution to review the exam report and to make
sure that the institution understands any issues or concerns that
we have highlighted in the report. And we can help them. We pro-
vide technical assistance through the pre-application process,
through the branch application process, and we also take ad hoc
calls.

One of the other things that we have done that is pretty out-
come-oriented is in response to many people who said they can’t
find their policies. So we redrafted our Web page and made our
policies that were specific to minority institutions available on the
FDIC’s public Web site so that there wouldn’t be any confusion
about what our requirements were.

Ms. YAKIMOV. In response to the 1994 GAO report, the OTS con-
ducted a survey of its institutions to get a better sense of what
more we could do, and the number one recommendation was to pro-
vide additional technical assistance, so we embarked upon a pro-
gram to expand our efforts.

In some sense, it is all about performance and outcome—pardon
me, I am fighting a cold—in the sense that we tailor our outreach
and our one-on-one contact with minority institutions, specifically
on issues that they have raised or issues that have come up during
the course of examinations, where there may be operating chal-
lenges or struggles. So it is all about tailoring a program that
meets the specific need of each minority institution.

In addition to that, I think going forward, as part of our strategic
plan, FIRREA requires—it calls for the agencies to promote the
creation of new minority institutions. One of the reasons I men-
tioned our outreach to different conferences where there are people
of color who may be interested in starting an institution is it is
very easy to measure the success of your outreach on that count
alone. Was our outreach to various groups successful that were in-
terested in starting a financial institution? That is one that is
clear, that is not subjective.

But I think it is important to note that there is not a one-size-
fits-all approach to the minority institutions in this country. There
are different strategies, core competencies, strengths, and we have
tailored our program to really be specific to what those individual
needs and requests have been.
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Chairman WATT. All right. I may be missing something here, but
I guess my outcome-oriented performance measures get a little bit
more basic than that. But I will pursue that with you.

We are going to kind of go back and forth here for a little bit.
I want to go to Mr. Miller, and then to Mr. Meeks for questions.

Mr. MILLER. Thank you very much. This end of the dais this
time. We have started at that end. Ms. Saunders, I really enjoyed
your testimony, and I am trying to figure out what we can do to
help. I notice in your testimony, you said that you recommend the
Committee on Financial Services consider legislation to assure that
bank regulators provide the necessary notifications regarding the
array of technical assistance services that are available. And I ap-
preciate that.

I had my staff go online to see what was available, and under
the FDIC minority depository institution Web site, there was an
array of information with eight regional coordinators, including
phone numbers and Web sites. How better do you think we can get
the information out there and encourage minority bankers to glean
this information when we are putting it on site and the agencies
have it?

Ms. SAUNDERS. As I indicated in my statement, my suggestion is
that there be semiannual contact with each CEO. The population
of minority banks is a discrete number that is—

Mr. MILLER. To discuss things other than what is on the Web
site?

Ms. SAUNDERS. Yes, sir. Because as was mentioned, the technical
assistance that one institution may need may vary from another in-
stitution.

Mr. MILLER. Can you give us a list of what you think that infor-
mation might be? Is that possible?

Ms. SAUNDERS. What the services might be?

Mr. MILLER. Yes. What information the institutions might need
that isn’t readily available today.

Ms. SAUNDERS. As I mentioned, it would actually be tailored spe-
cifically to that institution. To give you a specific example, we are
in the midst of a merger and acquisition, as I mentioned. For us,
it might be specific assistance relating to the filing of that applica-
tion—the obtaining of capital to support that acquisition.

Another institution I was formerly CEO of, Consolidated Bank,
was a troubled institution. Its needs were different than ours. We
are in a growth mode.

So as I mentioned, just a semiannual contact from that regional
coordinator directly with the CEO of each respective minority insti-
tution might facilitate the outcomes of that institution from a per-
formance perspective.

Mr. MILLER. But within the industry, it seems like there needs
to be more outreach on the part of the industry, too. It seems like—
and I will go to Mr. Scott because I think you in your testimony
found that only 30 percent of minority businesses, banks, are tak-
ing advantage of the training, education, technical assistance that
is there.

Is that a correct number?

Mr. ScotT. Yes. Of those we surveyed, yes.
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Mr. MILLER. And you found that the nonparticipant banks may
be missing very important opportunities. Is that also a factual
statement?

Mr. Scort. That is correct.

Mr. MILLER. Overall—and it was part of an opening statement—
did you review whether the overall minority community and under-
served community is being adequately served today by minority
banks and non-minority banks? Is there any disparity, where larg-
er banks aren’t reaching out to provide assistance and opportunity?
Is that a factor? Are they being served today?

Mr. ScotrT. I would defer that to the regulators. That was not
part of the scope of our review.

Mr. MILLER. Yes. Regulators, I will let you answer that one.

Ms. THOMPSON. We are hopeful that all communities are being
served in a safe and sound manner by financial institutions that
are supervised by the regulators on this panel.

Mr. MILLER. Yes. I know the bank I deal with, and I used to deal
with them as a builder. And they were very proactive because of
the mandates placed on them to make sure that they were reaching
out to underserved communities. Because what used to be consid-
ered redlining, they were very, very cautious, and that can never
be challenged with that argument because of the concern.

Are banks still reaching out as they have in the past?

Ms. THOMPSON. Banks are very covetous of their CRA rating. In
fact, most of the institutions that are FDIC-insured are rated satis-
factory or outstanding throughout the banking community.

Mr. MILLER. Mr. Cooper, you are—I am sorry. Go ahead.

Ms. YakiMov. Well, I was just going to mention of the 22 minor-
ity institutions, savings associations, a little more than half are
rated outstanding in terms of meeting the credit needs, the finan-
cial services needs of the communities they serve. Just under half
are rated satisfactory.

Mr. MILLER. Mr. Cooper, is the National Banking Association—
I know you are very involved with the National Banking Associa-
tion—are they reaching out to minority banks and trying to edu-
cate them on the different information and opportunities available
to them, and encouraging them to participate more than they have
in the past?

Mr. COOPER. Absolutely.

Mr. MILLER. What result are you getting? If we are only getting
a response from about 30 percent, do you see it increasing in the
future?

Mr. COOPER. I do see it increasing in the future. But again, you
actually have to ask the reasons why aren’t these banks—why
aren’t our banks taking advantage of the technical assistance? And
again, we have heard some remarks from the regulators. I can give
you just some anecdotal evidence of what is going on.

Mr. MILLER. But you as an association are trying to proactively
reach out to get them more involved?

Mr. COOPER. Absolutely. Yes. As the oldest and largest trade as-
sociation for minority- and women-owned banks, that is part of our
mission.
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Mr. MILLER. Ms. Yakimov, do you believe that currently FIRREA
is basically—are they meeting the goals that have been set before
you? Do you believe that is being accomplished today or not?

Ms. YARIMOV. Do I believe that we are living up to the goals and
the standards that FIRREA sets out?

Mr. MILLER. Yes.

Ms. YakiMov. I think we have a good track record in living up
to those responsibilities. Could we do more? I think yes, we can.
And part of the strategic plan that we are putting together will be
to carry it forward.

But I think dating back to the 1970’s, we have tailored technical
assistance programs to meet the needs of our institutions. We are
going to do more with respect to education. We think that—we
have done counseling, to the extent that is education and guidance,
sending examiners onsite in some cases, working alongside our in-
stitutions. So we have done some training.

But we are planning to expand on that and to do more with that.
But yes, I think the OTS has worked very hard through our re-
gional offices and in Washington to try to meet the needs of our
minority institutions, and we are looking forward to doing more.

Mr. MiLLER. Well, I have more questions, but I will wait till the
next round. Thank you very much.

Chairman WATT. Mr. Meeks, you are recognized for 5 minutes.

Mr. MEEKS. Thank you, Mr. Chairman.

I just have a few questions. Ms. Thompson, let me ask, I believe
in your testimony you mentioned that minority depository institu-
tions had much lower levels of non-interest income than the rest
of the industry. I think you said something about 19%2 percent as
opposed to 42.7 percent, respectively.

I am just curious: What are the primary sources of non-interest
income? And then whether or not there was a correlation between
that kind of income and the general population that MDIs rep-
resent.

Ms. THOMPSON. Well, fee-based income would be a source. And
the minority institutions don’t charge the high fees like many other
institutions because, again, they are dealing with demographics
that can be in economically challenged areas.

So some minority institutions have higher operating expenses.
They have to spend more on training; they have to spend more on
this high-touch operation—they are well above the expenses for
other institutions that are non-minority because they really believe
in this face-to-face contact, and it requires people. And there is just
a lot of overhead expense that is associated with minority institu-
tions.

Mr. MEEKS. So there is more of a personalized service, more
hand to hand?

Ms. THOMPSON. Yes, sir.

Mr. MEEKS. In that regard, maybe less? Well, does it have any-
thing also to do with activities like, for example, fewer individuals
within the community may be involved in certain trust funds or
something of that nature, so therefore there is less business there,
and therefore you are not getting any fees from those areas?

Ms. THOMPSON. Well, many of the communities that minority in-
stitutions serve are underserved or unbanked. If you look at minor-
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ity neighborhoods, there is a lot of financial services that are un-
regulated, so people in the communities have options that are out-
side of the financial institution that is insured.

You will find in most—in many minority communities high-cost
financial service products and providers, whether it is a payday
lender or a car title loan or just alternatives because many people
in the communities are underserved. They may have banking ac-
counts, but it is one of the things that the FDIC is working on, is
trying to bring unbanked and underserved people into the financial
sector so that they know their money is safe and it is covered
through regulation and through FDIC supervision.

We are very intentional about this program that we have under-
way in eight areas—actually, nine areas around the country to
bring unbanked and underserved people into the banking sector.
And it is particularly focused in low/moderate income and minority
communities.

Mr. MEEKS. Ms. Saunders, let me just ask you the same thing.
Could you add anything? What is your experience as head of Me-
chanics & Farmers Bank, and is there anything that you could rec-
ommend that we look at as a committee that might try to help mi-
nority institutions so that they can be more efficient with reference
to banking, and don’t have to depend on payday loans and other—
is there anything that you think that we can do in that aspect?

Ms. SAUNDERS. Thank you for your question. As was mentioned,
our cost structure is higher because we do offer more personalized
service. And as I mentioned in my testimony, understanding again
that it is outside the purview of this committee, I do think there
is an opportunity for tax credits and various incentives to be pro-
vided—when we bring the unbanked into the banking system,
through the technical assistance that we provide. The institutions
that we represent serve a critical role in terms of education and fi-
nancial literacy in the communities that we serve. And certainly
that benefits our country, and it could be recognized, I think,
through certain financial incentives to these institutions such as
Mechanics & Farmers Bank.

Mr. MEEKS. And I would assume that you, Mr. Cooper, would
have the same response, or similar?

Mr. CoOPER. I have a similar response. In my written testimony,
I actually did discuss two programs that have been very beneficial
to minority banks that are administered by the CDFI fund. One of
those programs, the BEA program, is a program—and there is a
competitive application process—but it is a program that has al-
lowed particularly minority banks to receive stable capital.

There is another program called the New Markets Tax Credits
program which last year provided $3.9 billion in tax credits. This
was a program designed to provide income streams to banks that
operate in these low- to moderate-income communities. Unfortu-
nately, last year only one minority bank was the recipient of New
Markets tax program. And therefore, it is our recommendation that
there be some general preferences that are given to CDFIs and
minority- and women-owned banks so that our banks can better
impact and empower the communities they serve.

Mr. MEEKS. Let me ask both of you, Mr. Cooper and Ms. Saun-
ders, again. Not too long after I got here, we had the passage of
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Gramm-Leach-Bliley. I was wondering, has there been any move or
any benefit to your banks as a result of the association with insur-
ance companies and security firms? Have you seen—has there been
any connection with any of them that would enhance your busi-
ness, thereby stabilizing your institutions and growing at all?

Ms. SAUNDERS. Not at this point.

Mr. MEEKS. Nothing?

Mr. CoOPER. By and large, you will find that the institutions in
this sector are very small and haven’t been able to avail themselves
of the lowering of the—you know, the breakdown in the barriers.
There are a couple of banks that have brokerage arms, insurance
arms. But in terms of the fees that—the profit streams that have
been received, they are pretty insignificant at this point.

Mr. MEEKS. Lastly, let me ask this question because I have been
very concerned about the participation of minorities in the financial
services industry. And I know that having competent staff is impor-
tant, etc.

Where or how do you generally recruit for individuals that you
need in your banks? I have been an advocate—in fact, in one of the
GSE bills, I had an amendment saying that the new regulator
needed to make efforts towards diversity there because it has been
my opinion that when you have a government agency, and some of
the regulatory agencies in particular, if they hire minorities in
there, then the experience that they get from there, they now can
go out and be employed by individuals like yourselves and in other
institutions.

So I am just wondering, how do you find that, and the training,
and would you say we need to—how could we improve the diversity
within the financial services industry?

Mr. COOPER. Let me take a stab at it. There is certainly cross-
pollination as between regulatory agencies, regulators who will go
to the private sector and become members of our institutions and
vice versa. There are also numerous training programs, both pri-
vate and those conducted by the regulators as well.

Ms. SAUNDERS. We have been very successful in working with
young people as early as high school through various nonprofits in
employing them in internships. We also currently are working with
local universities, of which there are a number in North Carolina,
to employ part-time students to allow them to get exposure to the
banking industry, many of whom have gone on to pursue careers
in either the regulatory agencies or other banks.

In terms of recruiting additional talent from other institutions,
we have been successful, I think, in selling the opportunity to see
the banking business in its entirety. When you are a small shop,
you do provide, I think, a unique career opportunity for someone
who has an entrepreneurial spirit but also wants to obtain a com-
prehensive understanding of our industry.

So I would say to continue to support efforts by nonprofits and
others, even for-profit corporations. My own career started with a
minority internship program out of Chase of New York, which
trained many minority bankers back in the 1980’s. And I do think
that those types of programs are necessary in order for us to con-
tinue to train now the Hispanic community and other minority
groups to be successful in our career.
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Mr. MEEKS. Thank you.

Mr. CoOPER. I might just quickly add that success breeds suc-
cess, and that these institutions aren’t just providers of financial
products and services. They truly are beacons of hope for the com-
munity. So to the extent you have strong, vibrant for-profit institu-
tions, then you will be able to attract individuals to our companies.

But certainly we see many challenges that we face, so I would
again hearken to the fact that to the extent we can strengthen
these institutions, you will see more minorities coming to work for
us.
Mr. MEEKS. Thank you. Thank you, Mr. Chairman.

Chairman WATT. Thank you for your questions. I have been try-
ing to kind of let this go on without interruption as much as pos-
sible, so let me recognize myself again for a couple of questions.

They really follow up to one part of what Representative Meeks
has raised here, the interplay between the Community Develop-
ment Financial Institutions fund, CDFI, the Bank Enterprise
awards, and the New Market tax credit. It was Representative
Meeks’ predecessor who was instrumental in at least two out of
three of those, and Representative Rangel who was instrumental,
probably, as much as anybody in the rest of them.

Mr. Cooper, Ms. Saunders, what is the process for minority
banks to become certified under CDFI, and what benefits does that
give you once you are certified? I want to deal only with CDFI now
because I think there are three components here that I am not sure
are playing themselves out in the way that they were perceived to
play themselves out. But let’s talk about the cost and process and
the benefits.

Mr. COOPER. Sure. In terms of the certification process, essen-
tially the bank needs to prove that 60 percent of its activities are
engaged in low- to moderate-income communities. So it needs to
show that 60 percent of its lending activities, where it is housed,
where it gathers its deposits, where it provides its banking prod-
ucts, are in not just low- to moderate-income areas, but specific
areas down to the census track. So that is with respect to certifi-
cation.

In terms of the benefits, there is certainly a marketing benefit.
It is a United States Department of Treasury certification, so to the
extent the institution is out in the community and trying to raise
capital or deposits, it actually has a certification by the U.S. De-
partment of the Treasury that it engages in this do-good activity,
if you will.

In terms of other benefits, there are several programs adminis-
tered by the fund. There is a core award program. There is an FA,
financial assistance, program. There is a BEA program. The pro-
gram that—as well as New Market tax credits. The two programs
that have been most beneficial to minority banks have been the
BEA program because they provide equity awards to banks based
on their lending in the most distressed communities, to the census
track level; as well as—and the other program is New Markets tax
credits, and as you are probably aware, these tax credits are very
highly sought after.

And both of these programs were designed to put money in these
low- to moderate-income communities, but also designed to provide
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capital, in the case of BEA, in minority banks that are primarily
housed in these communities, and further income streams for these
banks with respect to the New Markets tax credits program.

Chairman WATT. How much money is there in the BEA pro-
gram?

Mr. COOPER. In the BEA program currently—well, at least last
year—$11.6 million was allocated.

Chairman WATT. Compared to the New Markets tax credits,
which is about—

Mr. COOPER. They are two different animals. But let me say with
respect to BEA—

Chairman WATT. I understand they are two different animals. I
think that is exactly the point I am trying to make.

Mr. COOPER. I am sorry.

Chairman WATT. Does an institution have to be CDFI-certified to
be eligible for New Markets tax credits?

Mr. CooPER. No. You have to actually be what is called a CDE.
You don’t have to be a CDFI. And it is our recommendation that
CDFIs who are actually engaged in the activities in these commu-
nities be given a general preference so that they can take advan-
tage of this $3.9 billion tax credit program.

Chairman WATT. Ms. Thompson, you seem anxious to say some-
thing on this issue, so I want to give you that opportunity.

Ms. THOMPSON. Yes. We had a conference this year in August,
and it was all the Federal regulators. The issue that came up from
the persons who participated—there were lots of questions about
the CDFI. We had the CDFI representative come to the conference
and conduct presentations. But even after she left, there were lots
of questions.

So I directed the FDIC’s national coordinator to go to the Treas-
ury Department and find out more about the process of having mi-
nority institutions being designated as CDFIs. And we have put to-
gether a program, working with the Treasury Department, where
they will participate in our regional conferences, our outreach ses-
sions, and our minority roundtables, so that they can walk through
the process with applicants to achieve the CDFI designation.

Chairman WATT. Okay. But CDFI is a gateway to the Bank En-
terprise award. CDFI doesn’t seem to lead in the same way to New
Markets tax credits. Am I wrong or am I right on that?

Ms. THOMPSON. Well, it is in both. The CDFI program is respon-
sible for—they will get financial assistance, technical assistance.
There are some other initiatives. The Bank Enterprise Award is
also part of the community development entities and the New Mar-
kets tax credit. Once you get the designation, there are a lot of op-
portunities that relate to capital and other initiatives that are
opened up to the institution.

Chairman WATT. But it doesn’t seem to be working. You have,
what, $9.8 billion, something like that, in New Markets tax credits.
Only one minority bank received a New Markets tax credit, and
you are saying that it is working?

Ms. THOMPSON. No. We are saying that there are questions with
regard to the process. And we are willing to provide as much help
as we can—
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Chairman WATT. On the process, but not on the result, which
gets back to the—

Ms. THOMPSON. To get the designation. And I think getting the
designation will open the door. And to the extent we can provide
any assistance to get these banks the designation, I think that is
a huge step forward to getting to the next step.

Chairman WATT. Ms. Saunders?

Ms. SAUNDERS. Many of the minority institutions already hold
this designation. So I think it really speaks to what Mr. Cooper
mentioned earlier, which is that out of the $16 million, only one in-
stitution received New Markets tax credit dollars.

Mr. CooPER. In 2007. And that was a billion with a “B”, not—

Ms. SAUNDERS. Oh, billion.

Chairman WATT. $16 billion?

Ms. SAUNDERS. $16 billion?

Mr. CoOPER. No. That is how much the New Markets tax credit
have been awarded over the last 5 years. Last year’s allocation was
for $3.9 billion.

Chairman WATT. $3.9 billion. Okay. But that is—see, there is a
lot of difference between $3.9 billion in a New Markets tax credit
that only one out of all of these institutions are getting access to,
and what is the BEA? BEA is how much money?

Mr. COOPER. $11.6 million.

Chairman WATT. $11.6 million, as opposed to $3.9 billion. That
is the point I am driving at here. And it seems to me that maybe
the regulators might find that might be something that—I mean,
that is concrete. That is a result. That isn’t a process.

And that was the point I was trying to get down to a little bit
earlier. Representative Waters asked all of you if you had any sug-
gestions to make to us, and those are the kinds of things that I am
looking for because we are trying to make this work.

We can have as many meetings, we can go through as many
processes as we can go through, if at the end of the day you are
ending up 13 years later with fewer and less vibrant and less
sound minority institutions than you were 13 years ago. Go figure.
Nice to have a meeting. Had a good time. It is the results-oriented
thing that I am looking for.

My time is expired on this round. I recognize Ms. Waters for 5
minutes.

Ms. WATERS. Oh, thank you very much, Mr. Chairman.

The New Markets initiative, tax initiative, is extremely impor-
tant to discuss here. I was just in Houston yesterday holding a
hearing and talking with some of the business people there, where
I discovered that Wachovia and Capital One have designations,
have had them, and they are doing very well with them.

I don’t know what is going on, but minority institutions do not
appear to be given a fair opportunity to participate in these initia-
tives that many of us helped to develop under the Clinton Adminis-
tration. It seems to me there are still questions remaining about
CDFI, and certainly big questions about the New Markets initia-
tive.

So I was hoping, and I would really hope, that those who are
supposed to assist minority institutions maintain and expand, etc.,
would help us with some ideas on legislation that would get at
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these initiatives that have been developed that supposedly would
be supportive, would help not only the minority banks, but we have
to depend on these minority banks to provide opportunities for mi-
norities where they operate. Many—

Chairman WATT. Will the gentlelady yield just for a second?

Ms. WATERS. Yes.

Chairman WATT. Not to let them off the hook on our expectation
that they will do that, but just to point out to them that the New
Markets tax credits are up for reauthorization in the Ways and
Means Committee. And one of the things that Representative
Meeks and I were talking about yesterday was that it might be ad-
visable to try to see if we could have a joint hearing with the Ways
and Means Committee, the subcommittee that has jurisdiction over
that program—

Ms. WATERS. That would be a great idea.

Chairman WATT. —to try to impact that program in a way that
is doing more in this area. Wachovia is one of the institutions that
is in my congressional district, so I support their efforts to get New
Markets tax credits. But I think we need to do more to make sure
that minority institutions get more New Markets tax credits, too.
And there may be some things that we can do to help.

I appreciate the gentlelady’s yielding. But I am going to try to
seek to have a joint hearing.

Ms. WATERS. That would be great. That is an opportunity that
we really do need to try and take advantage of.

On this how minority institutions are judged, and you have spo-
ken about it in bank terms in terms of peer review, Mr. Scott, what
did you discover? Are they judging minority institutions based on
their overall review of other minority institutions—peer review, I
guess that would be—or are they holding them to the same kind
of standards of major institutions? How is that working?

Mr. Scort. For the work we conducted, we weren’t looking at
how they were judging the institutions. We were looking at the re-
turn on assets in comparison to peer groups for broader context
about how these minority banks were doing overall.

And so we weren’t really looking at whether the regulators were
using different standards and how they were judging them. It was
more just context to point out overall how these institutions are
doing on one key measure, that being return on assets, one meas-
Ere of profitability. That was the purpose of our citing those num-

ers.

Ms. WATERS. I see. And what were the regulators talking about
when you said that was one of your charges, Ms. Thompson?

Ms. THOMPSON. We have a regional director memorandum, which
is in effect the policy that our examiners use to examine institu-
tions. And in that memorandum, it specifically states that when ex-
amining minority institutions in particular, that examiners have
the flexibility to define a custom peer group, not look at peer group
just based on asset size. A custom peer group can be defined as a
similarly situated institution, which could mean another minority
institution.

Ms. WATERS. So have they been doing that?

Ms. THOMPSON. I hope they have. That is what I have in-
structed—
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Ms. WATERS. No. We can’t hope, now. We have to know.

Ms. BRAUNSTEIN. At the Federal Reserve, we do provide onsite
to our minority-owned institutions customized peer statistics that
are different than the uniform bank performance report.

Ms. WATERS. Could you, Mr. Chairman, see that we get a copy
of how that is working? I understand there is not a lot of follow-
up; even though some of you may be attempting some things, you
really don’t know how it is working because you don’t have built
into your systems any real follow-up. And that is one of the things
that we may have to legislate, Mr. Chairman, to take a look at.

Now, one last thing, and that is reserve capital requirements.
Tell me how that works, and tell me whether or not minority insti-
tutions for some reason are being asked to have higher reserves
than maybe other institutions. Because there appears to be some
risk factor that is above and beyond the norm. Would someone help
me with that?

Ms. BRAUNSTEIN. The capital rules are mainly the Federal Re-
serve’s in terms of holding companies. We have done a couple of
things to address the concerns that have been raised by the other
panelists over the last year, and we are still working at this, and
it is not to say that we can’t do more. But—

Ms. WATERS. How does it work now?

Ms. BRAUNSTEIN. Well, the way it works now is that for Tier 1
capital, a significant amount of the Tier 1 capital needs to be vot-
ing stock. And so we do—we require at this point common stock-
holders’ voting stock to be the dominant element within Tier 1.

Ms. WATERS. Well, I thought—I don’t know if we are talking
about the same thing or not.

Ms. BRAUNSTEIN. So one of the things that we have—

Ms. WATERS. I really want to understand reserves because to me,
reserves means an amount that you hold aside to be there to pay
for whatever—losses, lawsuits, what have you. That is what I am
talking about. I am not talking about the—

Ms. BRAUNSTEIN. Control?

Ms. WATERS. Yes. I want to know about the reserve. Are minor-
ity banks required to hold in reserve a disproportionate amount of
capital or money, compared to other institutions?

Ms. YARIMOV. Representative Waters, if you are referring to loan
loss reserves, we would expect institutions to reserve in a manner
that was consistent with their experience—not to overly—not to
manipulate that, but to have in reserve for loan loss and leases an
amount that has been consistent with their experience and what
they can generally anticipate.

Ms. WATERS. I expect that, too. We have said over and over again
that we believe in safety and soundness and all of that good stuff.
We don’t want anybody to think we are trying to—I want to know,
is there something in the formulation of reserves of what is re-
quired that makes it seem as if minority institutions are asked to
do more in holding these reserves than others? That is what I am
trying to find out.

Ms. BRAUNSTEIN. The reserves would depend on the kinds of
loans that are made, the risk assessments, and the bank perform-
ance. And so depending on those factors, there could be an appear-
ance of that. But that is—but the same rule is applied to every—
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Ms. WATERS. Mr. Scott—excuse me. Mr. Scott, did you take a
look at this at all in the GAO’s report in terms of reserves?

Mr. ScorT. No. We didn’t take a look at it other than pointing
out the fact that having those higher loan loss reserves may be nec-
essary for safe and sound operation of banks.

Ms. WATERS. Well, you know, I don’t know. But Mr. Chairman,
and I am going to finish this, if experience is one of the criteria
that is used to determine how much money you have to hold in re-
serve, that is going to put us at a great disadvantage.

Now, if there are a combination of things, we need to understand
what that combination of things is and whether or not it adds up
to minority institutions being disadvantaged because they haven’t
been in business as long. They are lending to poorer people. Yes,
they have had maybe more losses or foreclosures; I don’t know
what the makeup is.

And if I take a look at it, I can see. I can tell you right away.
And I guess we will have to do that. But I was trying to under-
stand what you understand about it because I wanted to ask you,
do you think it is fair or do you think it should be fixed?

Ms. THOMPSON. The losses are typically based on the quality of
the assets. And to the extent that an institution holds assets that
are delinquent—and I will use a mortgage loan as example—if an
institution has a high level of delinquencies and they are expected
to go to foreclosure, we require the institution to hold loss reserves
to offset any potential losses.

So the more delinquent your mortgage portfolio is, or your com-
mercial loan portfolio, the more reserves you will be required to
hold to offset—

Ms. WATERS. Mr. Cooper, is that how it works?

Mr. COOPER. Actually, Chairman Frank has spoken out on the
subject. And I think you were referring to the recent policy state-
ment on commercial and real estate that just—that actually came
out maybe a little over a year ago. And it creates very specific
thresholds for construction loans, 100 percent of capital, and multi-
family and other loans of 300 percent of capital.

But because of the nature of our operations, where we operate,
we are disproportionately impacted. So this is again a one-size-fits-
all policy statement. And because of the statement, the examiners
will come in and scrutinize our banks and criticize our banks in a
way they would not criticize other institutions.

So again, it is a one-size-fits-all policy that really—there really
was no consultation or thought given to what the specific impact
would be on institutions that actually operate in the inner city.

Ms. WATERS. Thank you, Mr. Chairman. I yield back. I could ask
101 more questions, but you have been very generous. Thank you.

Chairman WATT. Mr. Miller.

Mr. MILLER. I have a question for the regulators.

Safety and soundness has to be paramount in any lending insti-
tution. Don’t all small and community banks have to meet the
same basic capital standards, whether it is a minority-owned bank
or it is not? Aren’t they applicable to everybody?

Ms. THOMPSON. Yes.

Mr. MILLER. Is there any that are more stringent upon the mi-
nority-owned bank than there would be a small community bank?
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Ms. THOMPSON. No.

Mr. MILLER. Okay. So the problem I have is if we are dealing
with basic safety and soundness issues, they have to be consistent
and they have to be applied on a broad perspective to all individ-
uals who place their money within a lender, a bank who is going
to be lending them money. They have to be guaranteed that their
money is being safeguarded and there is proper oversight.

It seems to me, from the testimony that I heard, that we have
to reach out to minority banks to get them to participate in pro-
grams that are available. If only 30 percent are participating, we
can legislate and regulate anything in the world, but if we don’t get
participation, it is a problem.

And Mr. Cooper, it is a long question, and I hate to ask this of
you, but I have been listening to the testimony and reading
everybody’s testimony. You recommend that each banking agency
amend their existing policies to provide that the regulators and ex-
aminers will thoughtfully apply any existing policies to the unique
circumstances of a minority institution.

Yet Mr. Walsh from the OCC discusses how a portfolio manager
is assigned to each bank and has ongoing responsibilities for under-
standing the banks unique characteristics and circumstances.

Ms. Thompson, of the FDIC, discusses how the FDIC has specific
programs in place to educate bank examiners and sensitize them
to the unique issues often found within MDIs.

Ms. Braunstein, with the Fed, has described how through their
regulatory, supervisory, and community development functions,
they consistently provide assistance to address the unique chal-
lenges and needs of the minority-owned banks.

Ms. Yakimov of the OTS discusses the development of training
measures that the OTS has taken to ensure that examiners fully
understand the operating environment and challenges that minor-
ity institutions face in serving their communities.

Mr. Cooper, in addition to what the OCC, the FDIC, the Fed, and
the OTS are currently doing, what do you suggest the regulators
do?

Mr. CooPER. I think we might be talking about two different
things.

Mr. MILLER. No. My question was on one thing.

Mr. COOPER. I just answered a question in connection with a re-
cent policy statement. And I guess we didn’t hear the regulators
talk about the impact of that policy statement, even today, on mi-
nority banks. There are other policy statements—

Mr. MILLER. I mean, it appears that all the agencies are doing
everything in their power to reach out and to make sure that these
minority institutions are successful, and that they have informa-
tion provided to them, and that when regulators go out, they are
trying to deal with the unique circumstances and situations that
these institutions are in.

And I am not trying to be a bad guy here. I am really not. Chair-
man Watt and I have talked about how we get more participation.
We can mandate and mandate and mandate it, but if nobody is
going to participate, it is not going to make a difference. But what
can you see that we can do that they are not already trying to do?
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Mr. COOPER. Like I said, their technical assistance is just one ac-
tion that can be taken. But we really have to think outside of tech-
nical assistance. FIRREA was about a lot more than just that. And
we have actually provided some recommendations as to how these
institutions can grow.

So it is one thing to say, hey, we are facing some particular chal-
lenges, and here is how you may or may not want to deal with the
issue. But let me frame it this way for you.

Mr. MILLER. Well, I think they have a unique situation as far as
growth when you can’t sell common stock. So that makes it very
difficult. I understand that.

Mr. CoOPER. Okay. But let me frame it this way. What I believe
we have it this way is more direct engagement, I think. Thirteen
years ago we didn’t have any engagement. We have more direct en-
gagement. But what we need is really truly full engagement with
the banking regulatory agencies.

Mr. MILLER. But don’t you have to have participation to have full
engagement?

Mr. COOPER. You absolutely have to have—

Mr. MILLER. And if we are only getting 30 percent of the banks
participating, we are going to have 30 percent of full participation
at best if it—

Mr. COOPER. But then you have to ask yourself, why isn’t there
the participation?

Mr. MILLER. And that is why I asked you—

Mr. COOPER. And yes—

Mr. MILLER. —the National Bankers need to be reaching out to
encourage these banks to participate.

Mr. COOPER. Again, I think you need to have full engagement.
And I think what you have, at least on the congressional level, is
a mandate on the regulators. And certainly we are reaching out.
And it is very nice, and we absolutely appreciate having the heads
of the regulatory agencies visit us at our conventions, where we
had Mr. Walsh and the directors of the other agencies. And that
is a once-a-year event.

But again, coming to conferences, hosting an inter-agency con-
ference where there are 500 people in the room is a very different
situation than actually drilling down and having the type of dia-
logue that you need to have very substantive progress, and what
I think we would all admit are very complex issues.

Mr. MiLLER. All right. I have a limited amount of time, and I am
going to run out. Ms. Braunstein, is there a limit to what regu-
lators can do in respect of balancing safety and soundness and
those concerns, and helping minority institutions? Are you some-
what hamstrung when there is only so far you can go? Is it not a
fact?

Ms. BRAUNSTEIN. Well, I don’t know that I would phrase it as a
limit. I think that we try to work very diligently with our minority-
owned institutions, the State member banks we supervise, to make
sure that they are safe and sound because that is of paramount im-
portance, but at the same time recognizing some of the unique
characteristics and trying to exercise some flexibility in our stand-
ards and in our rules. And we will continue to do so.
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Mr. MILLER. And in closing, Mr. Cooper and Ms. Saunders, could
you both send me something in writing, some recommendations,
something to enlighten me on the situation that we can—what you
think we can do in the future to create a better situation than cur-
rently exists? Because I don’t want you to think I am being argu-
mentative. I am not. I just listen to the testimony and look at the
numbers. I see, number one, a lack of participation. That has to be
overcome somehow.

I would like to have some input from you on what you think we
can do to make a better situation. I really appreciate your testi-
mony, and if any of my comments were perceived as negative, they
weren’t meant to be. I just read the documents, have gone through
the paperwork, and I am a little—you know, safety and soundness
has to be top priority, number one.

I understand growth is a concern with the industry. I know you
would like to grow it. And I know there are limitations based on
some responses I have received to questions. But if you can help
me with some information, I would appreciate that.

I yield back.

Chairman WATT. All right.

Ms. WATERS. Mr. Chairman, if I may?

Chairman WATT. I am happy to—

Ms. WATERS. Please let the record show that we have insisted
that we support safety and soundness on more than several occa-
sions here today, that we all believe that safety and soundness
must be first. And we have said that—

Mr. MILLER. And I never meant to imply that, if you thought I
did. I didn’t mean to imply that there was not a concern. I was
speaking for myself.

Ms. WATERS. I know. But let me tell you why it is important to
place it in the record. As we struggle with these issues as public
policymakers, we have to always educate. Because when people
speak about minority institutions, whether we are talking about af-
firmative action, whatever, people will say, “I support, except...” I
support qualified people doing this. I support safety and soundness.

We do, too. It is extremely important to us. We have said it over
and over again. And I want everybody to know that is the pre-
vailing thought and thinking in the African-American community,
particularly with minority institutions. They know that they have
to comply with safety and soundness laws, and they do. And we
support that.

Chairman WATT. Now that we got that out of the way, we could
go on and on here. But we have to close this out. I do want to make
sure that I get on the record a specific response about the coverage
of Section 308 of FIRREA. This applies currently to the FDIC and
the OTS. It does not apply specifically, although you all say you
seem to be supporting the spirit of it, to the OCC and the Fed.

Mr. Walsh, I think, covered in his testimony that he has no ob-
jection to 308 being applied to FIRREA—of FIRREA being applied
to your agency. What about the Fed?

Ms. BRAUNSTEIN. Yes. In my written testimony, I state that we
would not object if we were covered.

Chairman WATT. That is less than a ringing endorsement. But
should I—
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Ms. BRAUNSTEIN. Well, we feel that we are in compliance with
the spirit of the law. And if Congress chooses to put us under the
law, we would not object to that.

Chairman WATT. And what about an annual reporting require-
ment of efforts to implement Section 3087 There is no written re-
quirement now that any of you report to Congress.

Mr. ScotT. Except for the OTS.

Chairman WATT. Oh, is there? Okay. The OTS reports to Con-
gress. What about applying that to all four of the regulators here?

Ms. THOMPSON. Well, the FDIC has an annual report that we
issue, and we do include our activities on minority institutions. But
we would not object to a separate annual report to Congress.

Chairman WATT. The Fed?

Ms. BRAUNSTEIN. We would not object.

Mr. WALSH. Likewise. We include that information in our annual
report at present.

Chairman WATT. All right. Unless you all want to go another
round—I mean, I will be right here. But in the absence of that, the
Chair notes that some members may have additional questions for
this panel which they may wish to submit in writing. Without ob-
jection, the hearing record will remain open for 30 days for mem-
bers to submit written questions to these witnesses and to place
their responses in the record.

So I want to thank the witnesses for being here. I think it has
been a constructive and helpful hearing. We hope to hear back
from you all on some of the things that have come up today in the
verbal questions. And of course, we would love to hear back from
you in response to any written questions that get submitted.

We thank you all so much for being here, and with that, the
hearing is adjourned.

[Whereupon, at 1:20 p.m., the hearing was adjourned.]
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OPENING STATEMENT OF
CHAIRMAN MELVIN L. WATT

“PRESERVING AND EXPANDING MINORITY BANKS”
October 30, 2007
Minority and women-owned banks serve an important, but often
overlooked, role in the U.S. economy. For too long in this nation’s history,
women and racial and ethnic minorities were shut out of this nation’s
banking system. Minority and women-owned banks stepped into the breach
and today provide critical banking services and financial products to
distressed or traditionally underserved communities throughout the United

States.

Today’s hearing is designed to highlight the role of minority and
women-owned banks in the economy and to examine how federal regulators
and Congress can work together to support these important financial
institutions. The Federal Deposit Insurance Corporation (FDIC) and the
Office of Thrift Supervision (OTS) are charged under Section 308 of the
Financial Institutions Reform Recovery and Enforcement Act of 1989
(FIRREA) to “preserve and promote” minority banks. This includes

preserving the number of minority banks, preserving these institutions’
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minority character in mergers and acquisitions, and providing technical

assistance to the institutions.

In 1993, the GAO issued a report entitled, “Minority-Owned
Financial Institutions: Status of Federal Efforts to Preserve Minority
Ownership.” The report found that while the federal banking
regulators had taken some steps to preserve minority ownership, they
had not assessed whether these steps were effective. The GAQO,
therefore, recommended that the Secretary of the Treasury consult with
the FDIC and OTS to systematically assess the effectiveness of their
minority bank support efforts, including surveying minority institutions

to gain their insight.

Thirteen years later, unfortunately, the regulators still have not
implemented the major recommendations from the 1993 GAO report.
The October 2006 GAO report entitled, “MINORITY BANKS: Regulators
Need to Better Assess Effectiveness of Support Efforts,” might just as well
have been a reprint of the 1993 report. The report again examined federal
regulators’ efforts to comply with Section 308 of FIRREA to preserve and

promote minority banks and raised many of the same issues raised in 1993,
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This hearing will expose and shed light on the key findings, ask why
regulators still have not implemented the 1993 GAO recommendations,
and focus attention on what more can and must be done to preserve, support
and expand these banks. I’d like to insert both the 1993 and 2006 GAO

reports into the record.

The 2006 GAO report suggests mixed results by the federal
government in supporting minority banks. On one hand, some federal
banking regulators have developed initiatives, training and outreach events
for minority banks. For example, the FDIC and OTS apparently have
national and regional coordinators to interface with minority banks and to
provide technical assistance. On the other hand, the GAO report indicated
that neither the OCC nor the Federal Reserve have developed specific
minority bank initiatives. While neither of these regulators is covered under
Section 308 of FIRREA, both the OCC and Federal Reserve have issued
policy statements in the last several years expressing support for minority
banks and both have indicated that they plan to develop programs and
initiatives to support and advance these policy statements, We’d like to hear
about the OCC and Federal Reserve’s progress in fulfilling the rhetorical

objectives set out in their policy statements. Apparently, the Federal
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Reserve has stated that they will merely “consider” implementing GAO
recommendations; we’d like to find out whether the Federal Reserve
will indeed implement the GAO recommendations, or alternatively,
whether the Fed might prefer to be directed to do so by being included

under Section 308 of FIRREA.

The GAO report suggests that many minority banks operate in unique
environments (often serving distressed and underserved areas) and,
consequently, must retain higher reserves for loan losses and have higher
overhead costs because they spend more time training their staffs and
provide extensive customer service. Yet the GAO report also revealed that
less than 30% of minority banks actually utilize the technical assistance
offered by the federal regulators. We want to explore why that is so. The
GAO reported that several minority bank officials suggested that federal
regulators should consider undergoing additional training to gain sensitivity
to the unique challenges faced by minority banks. I’d like to hear more

about these challenges and what would be appropriate to respond to them.

We must remain vigilant to fulfill Section 308’s mandate to preserve

and promote minority banks. I look forward to hearing from federal
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regulators and minority-owned banks about best practices for preserving and

expanding this important segment of the financial services industry.
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Chairman Watt, Ranking Member Miller, and members of the Subcommittee, I
appreciate this opportunity to discuss the Federal Reserve's work in support of minority-owned
depository institutions. I serve as the Director of the Federal Reserve Board’s Division of
Consumer and Community Affairs, The Federal Reserve recognizes the important role that
minority-owned banks play in the financial services market through the services they provide to
their communities. In my testimony, I will focus primarily on a new program we have developed
that builds on our long-standing commitment to minority-owned depository institutions and
discuss our ongoing initiatives to benefit these institutions.

Federal Reserve System's Minority-Owned Institutions (MOI) Program

Nationally, there are about 200 minority-owned depository institutions serving a broad
range of communities and populations. Many of these institutions provide access to credit and
financial services in markets that have historically been underserved and as a group they play a
unique and important role that extends beyond their particular markets. The Federal Reserve
System supervises nineteen minority-owned state banks that are geographically dispersed across
eight of the System’s twelve districts.! They are diverse in terms of their minority ownership
(e.g., African American, Native American, Asian, and Hispanic) and the markets they serve,
Some are quite profitable and operate in higher-income markets, while others serve lower-
income communities and, in some cases, struggle to achieve eamings commensurate with their
peers. Their challenges are similar to those faced by many other banks--controlling overhead
expenses, difficulty in retaining qualified management, and meeting competition from larger

institutions in their markets.

! The state member minority-owned banks are in the Federal Reserve Districts of New York, Philadelphia,
Richmond, Atlanta, Chicago, Kansas City, Dallas, and San Francisco.
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The Federal Reserve is committed to the provision of financial services to all consumers
and communities. One of the many ways we achieve this goal is by promoting the safety and
soundness of all the institutions we supervise, including those that are minority owned. Through
our regulatory, supervisory, and community development functions, we consistently provide
assistance that addresses the unique challenges and needs of minority-owned banks, while at the
same time holding these institutions to the same supervisory standards that we apply to all state
member banks. We view this strategy as integral to our efforts to promote a safe, sound, and
competitive banking system that also protects consumer interests.

To enhance our support of minority-owned institutions, the Federal Reserve has been
developing an innovative and comprehensive training and technical assistance program for
minority-owned depository institutions. This program, which we expect to be fully operational
in 2008, reflects our own experience with addressing the needs of these institutions, as well as
the insights in the 2006 report on minority banks issued by the Government Accountability
Office.

In developing its program, Federal Reserve staff from across the System met with a
number of minority-owned and de novo banking organizations across the country, as well as
trade groups, bank consultants, the Conference of State Bank Supervisors, and other state and
federal banking agencies, to learn about the challenges institutions confront in raising capital,
growing, and attracting talent. These meetings provided valuable information about the special
needs of minority-owned banks and also enhanced our understanding of the various issues that
new and smaller institutions face. The resulting program includes training and technical
assistance to address the unique needs of minority-owned institutions. To provide broad access

to the program, the Federal Reserve will make all aspects of the training program available
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through classroom-style workshops, self-paced PC-based programs, and a web-based resource
and information center. Elements of the program such as guidance for accessing capital,
organizing boards of directors, regulatory expectations, and selecting vendors are applicable for
non-minority de novo and community banks, and will be marketed to them as well.

The training program consists of three modules that focus on issues that are most relevant
at a particular point in a bank’s life cycle. The modules have value for potential entrants to the
industry as well as those that have been in the market for many years. They draw on data and
experiences from experts in the fields of economics, accounting, finance, and compliance, and
focus on the particular challenges of establishing and sustaining robust and vibrant minority-
owned depository institutions.

The first module, "Getting Started,” addresses the steps involved in filing an application
and other issues related to obtaining a bank charter, such as raising capital, assembling a
successful board of directors and management team, and conducting market analyses. The
second module, "Managing Transition in Years 1 - 5," targets institutions that need to manage
growth and other transitions during the first five years of their existence. Training at this stage
focuses on the institution's need to stabilize operations in a competitive environment and
addresses issues essential to sustainability, such as maintaining capital and liquidity, managing
credit and interest rate risk, ensuring compliance with banking laws and regulations, and
developing new products. The third module, "Growing Shareholder Value,” as its name implies,
focuses on growing the institution and shareholder value. Participants in this portion of the
training will learn more about how to achieve growth in a safe and sound manner, how to
measure the performance of the board of directors and management team, and how to expand

their market presence.
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Given that our minority-owned institutions are geographically dispersed and serve
different types of communities, a great deal of flexibility is being built into the curriculum so that
modules can be tailored to address institution-specific concerns or issues. In addition, each
module features a section on supervisory and regulatory relations, aimed at building and
reinforcing a strong dialogue between minority-owned banks and their regulators. To ensure that
the program provides a consistent message while remaining responsive to the needs of its
audience, the program includes uniform instructor training, individual coaching, and a way to
obtain continuous feedback on the usefulness of course materials. The Federal Reserve is
comimitted to respond to changes in the training needs of minority institutions by reviewing and
adapting the curriculum as needed.

An important benefit of the program is the impact we expect it will have on the Federal
Reserve's supervision of these banks. Concepts underpinning the MOI training program are
being incorporated into our examiner education curricula to provide staff with a deeper
understanding of the issues unique to minority-owned depositories. This training responds
directly to the comments expressed by bankers in our outreach and development phase of the
program who indicated that it was important to improve the supervisory agencies’ understanding
of their business models and strategies. At the same time, they indicated it was important to hold
minority-owned institutions to the same supervisory standards as other depository institutions.

The pilot for the program will be launched on November 1, by the Federal Reserve Bank
of Philadelphia, starting with a “Growing Shareholder Value™” workshop. We expect
representatives from six different minority-owned institutions to attend. Three more workshops
will be held in selected Federal Reserve Districts by the end of January, along with the roll-out of

some web-based training. During the pilot period and after the full program begins in early
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2008, the Federal Reserve will continue to work with the industry and interagency partners to
identify ways to increase the training’s value to minority-owned institutions. This new and
innovative initiative underscores our commitment to providing essential information and
supervisory support that will enable the banks we supervise to improve their operating
efficiency--including reducing costs and regulatory burden--and enhance their ability to serve
their communities more effectively.

Federal Reserve's Ongoing Initiatives

In addition, the Federal Reserve has had other ongoing efforts that specifically provide
support to minority-owned institutions. We joined the other banking agencies in 2006 and 2007
in hosting national conferences for Federally-insured minority-owned institutions. The
conferences focused on the challenges these institutions face and the developments that are key
to ensuring their long-term success and viability. System staff have also been participating in
regional interagency and FDIC-hosted events for minority-owned institutions. These
conferences and events have presented a unique opportunity for minority bankers, regulatory
officials, and private industry representatives to exchange knowledge and increase awareness of
matters affecting minority-owned institutions. We plan to present our new program at the 2008
Interagency National Conference next summer.

Our ongoing commitment is further demonstrated through coaching and mentoring
minority-owned banks that have struggled to manage growth while remaining profitable. We
have also assisted the institutions through the applications process, including branch acquisitions.
Branch acquisitions can provide a minority-owned institution with greater opportunities for

growth and profitability. At the same time, sellers of the branches can receive positive
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consideration under the Community Reinvestment Act (CRA) by contributing the branches to
minority-owned institutions.

The Federal Reserve also sponsors numerous outreach events to which minority-owned
institutions are routinely invited. Although the events, typically seminars and presentations, may
not be specifically designed for minority-owned institutions, they cover an array of supervisory
and other topics that are of interest to community bank senior officers and directors, regardless of
ownership or affiliation. Innovation related to these outreach activities comes from throughout
the Federal Reserve System, particularly since each Reserve Bank has local knowledge about
specific concerns within its communities. For example, we have developed a brochure entitled
“Delivering Financial Services to Indian Country” in response to routine inquiries from Native
American tribes on how to start a Native American-owned financial institution.

On the regulatory front, the banking agencies recently issued for comment a proposed
document regarding the Community Reinvestment Act. One of the proposed questions and
answers indicates that non-minority-owned banks' investments in minority-owned banks receive
favorable consideration under the investment test, even if the minority-owned institution is not
located in, and the activities do not benefit, the assessment area(s) of the investing institution.
Our Response to the GAO’s Recommendation

In your invitation letter, you asked us to discuss the status of the Federal Reserve’s
consideration of the GAQO’s recommendations made in its October 2006 report entitled Minority
Banks: Regulators Need to Better Assess Effectiveness of Support Efforts, in particular, the
GAO’s recommendation that the Federal Reserve improve its minority bank outreach.

Since the GAO report was issued, the Federal Reserve has increased its resources

dedicated to the support of minority-owned institution. System-wide, nearly thirty people have
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been actively involved in the development of the MOI program. These resources do not include
the Community Affairs and supervisory staff involved in the Federal Reserve’s extensive
outreach efforts to its supervised institutions.

We believe the actions we have taken since the GAO report was issued, discussed above,
are consistent with the recommendations that we improve minority bank outreach. As I noted
previously, while developing our new program for minority-owned institutions, the Federal
Reserve obtained input from minority-owned institutions through face-to-face interviews and
meetings with trade associations and state and federal banking agencies. The banking agencies
have also surveyed attendees at the interagency conferences mentioned above. Additionally, we
incorporated a mechanism to gain timely and continuous feedback on the effectiveness of our
new program and plan to include minority institutions as a special topic at our next senior
examiner training forum in the spring of 2008. Through a variety of methods, the Federal
Reserve will continue to enhance our understanding of the needs of minority-owned institutions
and the effectiveness of our programs.

Finally, your letter asked if the Federal Reserve supports expanding Section 308 of the
Financial Institutions Reform, Recovery, and Enforcement Act of 1989 (FIRREA)2 to include the
Federal Reserve. While the Federal Reserve does not believe this is necessary, given our efforts
to comply with the spirit of that provision, we certainly have no objection. The Federal Reserve
at every level is committed to providing significant assistance and support to the minority
institutions it supervises, and that support will expand once our pilot program is perfected and

put into general operation.

% Section 308 of FIRREA established goals that the FDIC and the OTS must work toward to preserve and promote
minority-owned institutions. The FDIC and OTS, in consultation with Department of Treasury, are required to
provide minority banks with technical assistance and training and educational programs and to work toward
preserving the character of minority banks in cases involving mergers or acquisitions of these institutions.
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Conclusion

In closing, I would like to reiterate the Federal Reserve’s commitment to promoting
vibrant, competitive, and diverse banking markets. We are dedicated to using our roles as
supervisors, regulators, community development facilitators, and consumer educators to support
the minority-owned institbtions and other organizations that contribute to our robust financial

services system--and the consumers who are vital to that system's success.
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Chairman Watt, Ranking Member Miller and members of the Subcommittee:

My name is Robert Patrick Cooper and I am providing this testimony on behalf of the National
Bankers Association (“NBA™) and its national constituency of minority and women-owned
banking institutions. Our Association has been the Voice of Minority Banking since 1927 and
our member banks serve mainly distressed communities plagued by severe social and economic
challenges. Our members are deeply committed to providing employment opportunities,
entrepreneurial capital and economic revitalization in neighborhoods that often have little or no
access to alternative financial services. For our member banks, service to their communities,
which typically consist of low and moderate-income neighborhoods, is the essential reason that
they exist.

First of all, we would like to thank you for taking the time to hold this hearing regarding the
concerns of minority banks. We are confident you recognize the importance of minority banks
in this country, particularly to our inner cities, where they not only provide critical financial
services, but as importantly serve as a beacon of hope, to underserved minority residents. These
remarks seek to initiate a dialogue with you and your Congressional colleagues to rectify this
problem, and thereby avoid further crises for minority banks. This talk also responds to one of
your questions, why are minority banks not participating in more training programs. To put it
bluntly, we are tired of the banking agencies focusing solely on training and ignoring the more
difficult but ultimately more important task of meaningfully addressing the challenges facing
minority banks. We can go many places for training, but the regulators thus far steadfastly have
refused to focus on the benefits and changes they are uniquely empowered to provide. FIRREA
was about more than training — it was a recognition of the unique challenges of minority banks
and a promise to rectify them — a promise that thus far has been unfulfilled.

As you are aware, almost two decades ago Congress passed the Financial Institutions Reform,
Recovery, and Enforcement Act of 1989 (“FIRREA”). In Section 308 of that legislation
Congress specifically sought to improve the standing of minority banks. Unfortunately, as I
discuss below, FIRREA failed to improve the position of minority banks relative to their peers.
Significantly, as is also explained below, one of the factors that has led to the failure of FIRREA
to achieve its objectives has been the failure of US bank regulators to recognize and respond to
the unique challenges minority banks face in our society.

Having failed to see expected benefits in the 18 years since FIRREA, the NBA strongly believes
more forceful Congressional action and oversight is now required. Accordingly, the second half
of these remarks detail specific legislative, regulatory, policy, and procedural initiatives we
believe critical to at long last improve the position of minority banks in our society. To be clear,
we seek more than illusory gains. Your constant vigilance, oversight, and demand of regulatory
accountability will be required. But we humbly submit that our inner cities, which truly depend
on minority banks for their financial and psychological survival, deserve no less.
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I first want to provide some context. The NBA strongly believes that Congress only can truly
appreciate the need for decisive action with a thorough understanding of the current situation.

As you are aware, although they would be valid, we are not basing our concerns about the
financial condition of minority banks merely on informal member surveys. Rather, the data I am
providing is largely derived largely from GAO Report 07-6, Minority Banks-Regulators Need to
Better Assess Effectiveness of Support Efforts (the “GAO Report™). Congress requested the
GAO Report to follow up on a 1993 GAO effort, Minority-Owned Financial Institutions: Status
of Federal Efforts to Preserve Minority Ownership (the “1993 GAO Report™).

The assessment of the GAO Report accurately can be described as no less than alarming. As the
GAO Report describes, a common gauge of bank profitability and peer performance is return on
assets (“ROA™).! A bank generally is considered to have adequate profitability if it has an ROA
of at least one percent.” As the GAO Report details, minority banks with in excess of $100
million of assets generally (with the exception of African-American banks, which are worse) met
this thgeshold, and were close to, although generally somewhat less profitable than, their majority
peers.

The tale is much darker, however, as to the 42 percent4 of minority banks that had less than $100
million of assets. The average ROA of these banks was just 0.4 percent, and their peers had an
average ROA of 1 percent.’ Focusing more narrowly on African-American banks, which as you
know are at the very heart of many large US cities, the situation is even worse. For example,
African-American banks with assets of less than $100 million, which comprise 61 percent of all
such banks, had an average ROA of 0.16 percent, compared to an ROA of 1 percent for their
peers. At $100 million to $300 million, which comprise 26 percent of all such banks, the ROA
was 75 percent lower than their peers. Even at the highest asset level category for African-
American banks, $500 million to $1 billion, the ROA was a third lower than their peer group.
Such GAO-generated indices, both as to minority banks as a whole and African-American banks
in particular, demonstrate the need for urgent action. Only profitable, strong banks can grow and
support the needs of their communities, including inner cities. Indeed, it is indicative of the
issues faced by minority institutions that it was not until 1998, when the institution at which I
serve as Senior Counsel, OneUnited Bank, established operations in Florida by acquisition of a
failed institution, that a minority bank engaged in an interstate acquisition.

" GAO Report, p. 4.
2 at 11,12,
1 at 13,

rd a1l Indeed, we believe this 42% figure is understated. The regulators recently have expanded the definition
of “minority bank” (e.g., there no longer is the Congressionally mandated requiremnent that more than 50% of
the stock of such banks be owned by minorities) which inappropriately expands the number of minority banks
with in excess of $100 million of assets, Nonetheless, to ensure that our analysis of the current plight of
minority banks is beyond question, for purposes of this analysis we will use the GAO Report’s figures. As is
discussed in this section, those figures are more than disturbing enough to warrant the action requested.

1 at 12,
8 1. at 15.
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The GAO Report further lists some of the reasons for these discrepancies. African-American
banks, in particular, incurred significantly higher loan loss reserves as a percentage of ROA than
their peers, almost twice the average for African-American banks with less than $100 million of
assets.” Moreover, the GAO Report also cites higher operating expenses as a reason for minority
banks having lower average ROA than their peers, which officials from such banks attributed to
“costs associated with providing banking services in low-income urban areas or communities
with high immigrant populations,” as well as smaller customer deposits and more focus on in-
person service.® In addition, minority banks cited majority banks and nonbank entities as
increasingly posing challenges to their market positions. More generally, as recognized by the
Vice Chairman Gruenberg of the Federal Deposit Insurance Corporation (“FDIC”) in an August
2, 2006 speech, given their locations and target demographic minority banks face “unique
challenges” in promoting their mission.’

If any material subset of the US banking industry faces significant difficulties, Congress
appropriately takes action to ensure the public retains its confidence in the safety and soundness
of the banking system. In the case of minority banks, the social ramifications of continued
financial difficulties are much more compelling. Simply put, minority banks often are the
lifeblood of their communities. In a 2000 speech, the then Chairman of the FDIC, Donna
Tanoue, well described the symbiotic relationship between a minority bank and its community,
and the affect on the community of that relationship being severed:

Minority banks generally have close ties to communities that have been traditionally
under-served by other financial institutions — communities that are primarily urban and in
our nation’s largest cities — communities that are often poor and struggling to enter the
economic mainstream. When a minority bank fails, neighborhoods lose, families lose,
people lose. They lose the funding — and the services — that minority bankers provide-
sometimes where no one else will.'’

Moreover, the first page of the GAO Report (which, again, was published in 2006) highlights
that the vital role of minority banks continues today, providing that “[d]espite their small
numbers, minotity banks can play an important role in serving the financial needs of historically
underserved communities, such as African-Americans, and growing populations of minorities,
such as Hispanic-Americans and Asian-Americans,™'!

" 1d. at 16, 17.
$1d 2t 18,19,

s Opening Remarks of Vice Chairman Martin J. Gruenberg, Minority Depository Institutions National Conference,
Miami Beach, Florida, Aug. 2, 2006 (“Gruenberg Speech™).

' Remarks by Donna Tanoue, Chairman, FDIC, Before the National Bankers Association, Chicago, 1llinois,
October 4, 2000 (“Tanoue Speech™). Simnilarly, when one of our member banks, OneUnited Bank, acquired
Family Savings Bank in California in 2002, then California Governor Gray Davis welcomed the bank by
declaring “Minority banks traditionally make loans in areas where other banks do not, thereby investing critical
money for neighborhoods that need it most. This welcome merger will help many African-American residents
realize their dreams, whether it is buying their own home or building a small business,” “Merger agreement
creates nation’s largest Black-owned bank,” The Birminghatn Times, Aug. 8, 2002, at A4-5.

1 GAO Report, at 1.
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In sum, Congress must act to fundamentally change the dynamic minority banks face. Their
unique mission, target demographic and challenges have caused them to fall behind the
profitability of their peer groups. As FDIC Vice Chairman Gruenberg has recognized, because
their target market often can adversely affect their asset quality, earnings and capital
performance “[m]inority banks more often have to evaluate the need to inject additional capital
or face merger with another institution in order to ensure continued business expansion and
survival in a highly competitive marketplace.”'> Without minority banks, our inner cities will
suffer tremendous hardship. Such a set of circumstances demands that the entities charged with
principally overseeing the minority banks, the US bank regulatory agencies, affirmatively act to
help these banks meet these challenges. Unfortunately, as I will now discuss, despite a
Congressional mandate, that has not occurred.

To put it simply, regulatory response to this crises have fallen far short of Congressional
mandates, Recognizing this importance of minority banks, both to the banking system and their
communities, in 1989 Congress enacted Section 308 of FIRREA. Section 308 directed the FDIC
and the Office of Thrift Supervision (“OTS”) to pursue the following five goals: (1) Preserve the
present number of minority institutions; (2) Preserve their minority character in cases involving
merger or acquisition of a minority depository institution by using general preference guidelines;
(3) Provide technical assistance to prevent insolvency of institutions not now insolvent; (4)
Promote and encourage creation of new minority depository institutions; and (5) Provide for
training, technical assistance, and educational programs.

As the GAQ Report discusses, and as all four banking agencies extensively advertise, the
agencies have implemented certain training and technical assistance programs. The agencies
have created Web pages, directed and participated in seminars, and the FDIC, OTS and Office of
the Comptroller of the Currency (“OCC”) have published policy statements about their efforts in
this regard. The GAO Report even cites agency assertions about assistance in helping minorities
to obtain deposit insurance and thrift charters, and, if a minority bank falls into troubled
condition “officials from the OCC, Federal Reserve, and OTS said that they provided technical
assistance to such institutions.”?

The NBA certainly appreciates the banking agencies’ information and offers of technical
assistance. However, we submit that the discussion above about the state of minority banking
provides conclusive evidence that the agencies have not proactively, materially helped to
preserve, not to mention promote, minority banking. As with any for profit business, survival,
let alone expansion, will remain an issue for minority banks so long as their profitability is a
mere fraction of their majority bank peers.

Fortunately, the GAO Report also appropriately focuses on the shortcomings of the banking
agencies’ efforts. Despite the clear Congressional intent and mandate of FIRREA, and despite
the recommendations of the 1993 GAO Report, “none of the regulators have routinely and
comprehensively surveyed their minority banks on all issues affecting the institutions, nor have
the regulators established outcome-oriented performance measures,” with the GAO then
describing such performance measures as “vitally important in order to manage programs
successfully and improve program results.”'* We understand and appreciate that the FRB is

12 Gruenberg Speech.
13 GAQ Report, at 26, 27,
¥ 1d at27.
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rolling out a program designed to begin a dialogue with minority banks, the Minority Owned
Institutions Program. However, we submit that these efforts are too little and too late. Eighteen
years after FIRREA, the banking agencies still do not understand the challenges of their minority
bank membership, and have no system to determine if their efforts are at all useful to the banks,
and are not taking the strong affirmative steps necessary given the status of the minority
community. As just one ramification of this shortcoming, the GAO cited that “both our 1993
report and our current analysis found that some minority banks believe that regulators have not
ensured that exaniiners fully understand that challenges that such institutions often face in, for
example, providing financial services in areas with high concentrations of poverty or to
immigrant communities.”">

The GAO Report concludes by recommending that all the bank regulatory agencies (not just the
FDIC and OTS, which were expressly covered by Section 308 of FIRREA), regularly review the
effectiveness of their support efforts, conduct periodic surveys (such as the one the FRB is now
contemplating) to determine how the minority banks view those efforts, and develop outcome-
oriented performance measures to determine whether they are meeting the needs of those
institutions.'® We applaud the GAQ’s recommendations. Still, given that it has been 18 years
since FIRREA, and 15 years since similar recommendations in the 1993 GAO Report, given the
current financial state of minority banking we do not feel it sufficient to continue to await
stronger action by the agencies.

Stated bluntly, the regulators have largely complied with the relatively clear, straightforward,
easy to implement FIRREA mandates regarding training and technical assistance. However, as
two GAO reports on the topic and the financial data provided earlier conclusively demonstrate,
the agencies still largely have not undertaken the more difficult and time-consuming, but
ultimately much more important, task of truly understanding the unique challenges these
institutions face and, even more importantly, tailoring their regulations, supervision and
examainations so as to permit them to attain the profitability and operating efficiencies necessary
to survive and prosper. Indeed, an August 2007 given speech by FRB Chairman Kroszner where
he incorrectly states that minority banks want to be regulated just like majority banks, we see no
reason why the latest GAO cajoling will do any more to change that regulatory behavior than
previous Congressional and GAOQ efforts.

As a result, for the compelling reasons discussed above, we are well beyond the point where
nebulous promises of future assistance are sufficient. Rather, the NBA is requesting specific,
prompt, forceful action at the legislative, regulatory, policy, and procedural level to change the
environment in which minority banks operate. We would very much appreciate this Committee
leading this effort, and forcing the banking agencies to appear before you in formal hearings, in
which we also can participate, on no less than an annual basis to explain their performance on the
“outcome-oriented” basis recommended by the GAO. As a roadmap of certain objectives, we
suggest the following:

On the legislative front, although well-intentioned, as demonstrated above FIRREA Section 308
clearly has not served its overriding purpose-—the promotion of minority banking. To be honest,
we have not seen much benefit for FIRREA Section 308. In virtually all cases, while the

5 1d. at 40.
'
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regulators recognize FIRREA Section 308 exists, they generally do not apply any different rules
or approaches to minority institutions than majority institutions.

As is demonstrated, with Basel II, for example, the regulators clearly are able to make
distinctions between banks based on asset-size or perceived sophistication. However, despite
differentiation between banks on other bases (i.e., asset size, risk management sophistication)
they either do not feel authorized (or compelled) to make such a distinction based on minority
status.

To remove any doubt of Congressional intent that the agencies take decisive actions on this
issue, we believe a more direct mandate is necessary. More specifically, we would ask that
Congress amend FIRREA to expressly make it apply to all four federal banking agencies (so that
the Federal Reserve cannot merely “consider” the GAO Report’s recommendations, as FRB
Chairman Kroszner stated the FRB would do as recently as August 2007) and add the following
new subsection to Section 308:

"(c) Implementation of Goals--In implementing these goals, the unique nature,
role and challenges of minority depository institutions in the banking system
shall be recognized. Without limiting the foregoing, minority depository
institutions shall be entitled to treatment concerning capital, the Community
Reinvestment Act, and mergers and acquisitions, that reflects this unique status.
The federal banking agencies shall promulgate regulations, policies, and
examination procedures consistent with and in furtherance of this provision,
and shall appear before Congress annually to Congress to show their actions in
furtherance of this provision, and the outcome of such actions on the financial
condition and general well-being of minority banks."

We strongly believe that such a statute, with its language tailored to areas of specific importance
to minority banks and to federal banking agency accountability, will place minority banks in the
best position to achieve appropriate changes currently (many of which I will discuss shortly), and
to cause appropriate changes to be made in the future without the need for a third GAO report on
the regulatory deficiencies in understanding or addressing the needs of minority banks. As
fundamentally, we believe that even the act of passing such a statute would send a clear signal to
the banking agencies that Congress, who ultimately establishes the rules by which the regulatory
agencies must abide, does not find their historical or current efforts satisfactory.

To emphasize, however, while we believe amending FIRREA important, unto itself it is far from
sufficient. Our fundamental dissatisfaction is not with Congress. Whereas the federal legislature
only has limited time and resources to address this important matter, the federal banking
agencies regulate, oversee, examine, and, we would argue, debilitate our efforts on a day-to-day
basis. As stated throughout this speech, while the agencies arguably have complied with the
express requirement in FIRREA to provide technical training, for over 18 years, and despite
GAO warnings as early as 1993, they have not done the more rigorous but important work of
understanding what particular challenges face minority banks and, as importantly, pro-actively
responding to alleviate those challenges in an outcome-oriented manner. Unless Congress
demands ongoing, public accountability (as the suggested FIRREA amendment does), history
informs us that no legislative authorization will spur them into the type of affirmative action and
differentiation required.
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To be clear, we understand that regulators appropriately have concerns about maintaining the
safety and soundness of the banking system. However, safety and soundness also needs to take
into consideration economic realities. We submit, and believe that the GAO Report has
confirmed, that the bank regulators have erred on the side of abstract, rigid safety and soundness
principles rather than appropriately tailoring their requirements to the challenges of the minority
banking communities. Indeed, as the anemic ROA figures discussed above demonstrate,
applying basically the same rules to an inner city minority bank as to Bank of America can be as
deleterious to the health of the minority institution as virtually any harm the rules were intended
to prevent.

As with Congress and Section 308 of FIRREA, in addition to a general “call to action”, we
wanted to provide some specific areas that the banking agencies can target to begin to improve
the standing of minority banks. To emphasize, however, these are certain issues we are aware of
today. Only the constant vigilance of Congress, and a fundamental change in the mindset of the
agencies, can ensure that minority banks also are treated appropriately when the different issues
of tomorrow inevitably occur. We hope that the examples provided below also more generally
inform the regulatory approach to current and future issues.

First, the current capital rules are not designed to address the particular experience of minority
banking institutions, and thereby to enable them to become prominent (by asset size, as well as
role) members of the financial services marketplace. More specifically, the federal capital rules
broadly state that voting common stock should be the predominant form of capital for any bank.
By taking this general, inflexible approach the current rules thus do not take into account the
type of bank involved, or the types of shareholders that own the bank’s stock. The federal bank
regulators, in turn, consider it an unsafe and unsound practice not to satisfy this blanket
requirement.

By their nature, minority banks tend to have a relatively high percentage of preferred
stockholders. These preferred stockholders generally consist of large, prominent nonbank
institutions, such as insurance companies, oil companies and media giants, that are long-term,
stable sources of capital. These investors expressly seek nonvoting preferred stock (rather than
typical voting common stock) so that they can invest long-term in minority banks without
becoming subject to the significant capital and/or regulatory burdens associated with becoming a
bank or thrift holding company. In short, these are highly desirable investors, and nonvoting
preferred stock provides a means for them to invest in our business.

In addition, it should be noted that the avenue of raising capital most commonly used by majority
banks, broad public otferings of common stock, is not practically available to minority banks.
The general concern is that by raising such funds the shareholder base of the bank will change in
a way adverse to its status and role as a minority bank. Stated differently, if a minority bank
undergoes a public offering of common stock, it seriously risks, either by virtue of the offering
itself or secondary trading thereafter, losing its controlling minority stockholders. Thus,
institutional preferred stockholders provide the only effective means for a minority bank not to
be faced with a choice of not raising capital or not having the type of shareholder base (minority
controlled) that defines it as a minority bank.

Because of the inflexible capital rule favoring voting common stock described above, however,
amazingly the federal bank regulators criticize minority banks for having these institutional
preferred stockholders. These criticisms affect our exam ratings, and also hinder our efforts to



70

engage in significant corporate activities, such as mergers. We thus submit, and wish the
banking agencies to recognize, that: (1) nonvoting preferred stock held by institutional investors
is a stable, safe and sound form of capital; and (2) it would not be an unsafe or unsound banking
practice to amend the capital rules to permit minority banks to have a high percentage of capital
consisting of such nonvoting preferred stock. As stated above, with Basel II the banking
agencies not only are able to differentiate, but in fact are affirmatively promoting a
differentiation, of banks based on asset size on international activities. Minority banks, which
generally are facing the unique challenges of operating in inner city environments, deserve no
less.

As a second specific area for change, despite certain recent, and appreciated, regulatory
initiatives, the current CRA rules still do not address the particular environment in which
minority banks operate, either with respect to (a) encouraging majority banks to support (through
investments, loans, or deposits (collectively, “funding™)) in minority banks, or (b) recognizing
the credit minority banks should receive for operating in and providing hope to, minority
neighborhoods.

As to funding, to raise funds to grow and remain significant players in the financial services
marketplace and yet retain their minority status, minority banks need access to funding by other
than public means. Minority banks have had significant success attracting investment capital
from very desirable nonbank institutional investors. By modifying the CRA framework to make
expressly clear that it is wholly consistent with the purposes of CRA for a majority bank to
provide funding to minority banks (which also are often Community Development Financial
Institutions, or “CDFIs™), and thus majority banks will receive CRA credit for such funding,
minority banks also can materially increase the funding they receive from bank institutional
investors.

It is hard to conceive of a majority bank more deserving of CRA credit than one that supports an
institution (i.e., a minority bank or CDFI) dedicated to improving (through employment, loans
and other financial services, and frankly, hope) the lives of urban inner city residents. Indeed,
we should highlight that in Interagency Questions and Answers (the “Q&A”) regarding CRA
published in the Federal Register in July, 2001 expressly include “minority-and women-owned
financial institutions” and CDFIs within the CRA regulation’s definition of “qualified
investment” and “community development loan.” As a result, majority banks should in fact
receive CRA credit for providing funding to minority banks or CDFIs.

Nevertheless, we strongly believe that the banking agencies should amend their CRA regulations
to more expressly grant CRA credit to majority banks for providing funding to minority banks
and CDFIs. Such a recommendation, if implemented, would have several benefits in attracting
majority bank funding. First, unlike the Q&A, which is at most a statement of position, the
majority banks would recognize that a regulation has the force of law. Perhaps even more
fundamentally, a regulation is much more quickly and easily recognized and understood by
majority bank counsel, which is critical to minority banks in getting the attention, and thus the
funding, of these very busy institutions.

As to the CRA credit minority banks receive for their activities, the CRA focuses very heavily on
lending into low-and-moderate income neighborhoods, and provides very little relative credit for
actually operating a physical branch presence in urban and minority neighborhoods. Absurdly,
from a CRA perspective, a minority bank would be much better off deploying its capital to lend



71

into an urban community rather than to maintain a branch presence there to serve as a beacon of
hope to inner city residents.

Given the mission of minority banks, the current CRA approach obviously is inappropriate. We
thus are asking the banking agencies to develop a different standard for minority banks. Nothing
can more truly support the spirit of CRA than to maintain operations in these neighborhoods and
we want to be certain that the CRA rating for those activities is no less than for a lending
program.

As a third specific area for change, although not having the force of law or regulation, policy
statements issued by the banking agencies tend to address more sweeping topics of current
relevance to the industry. Over the past year alone, for example, there have been much-
discussed proposed and final policy statements regarding commercial real estate lending, as well
as nontraditional and subprime mortgage lending. As you are probably well aware, these policy
statements all, to a greater or lesser extent, heighten regulatory scrutiny of the relevant activity,
and announce the expectation of enhanced information gathering and risk management
procedures, as well as capital, to engage in the activity.

As you might imagine, given the commercial and low-income nature of the communities they
generally serve, and their struggle to raise assets generally, minority banks are particularly
vulnerable to criticism as engaging to a significant degree in one of the lending practices
discussed in the policy statements. Indeed, for many minority institutions, the asset classes
described in those policy statements comprise a significant percentage of their available lending
market. However, rather than separately focusing on the particular challenges faced by minority
institutions, the policy statements speak in broad, untailored terms. As a result, minority banks
face the prospect of examinations, and criticisms, that are not appropriate given their role in the
financial services industry.

For example, the policy statement on commercial real estate generally creates thresholds for
construction loans (100% of capital} and multi-family and other loans (300% of capital, with
certain growth factors). Because of the nature of their inner city services, many minority banks
are likely to exceed these thresholds. As a result, under the policy statement they will be
examined for enhanced risk management practices and, quite likely, additional capital to support
that activity. In other words, in order to serve their target market the minority banks are quite
likely to become subject to a policy statement that is not at all oriented toward their
circumstances, and will inhibit their ability to fulfill their mission of promoting minority
enterprises. We are aware of and appreciate the public statements you have made, Chairman
Frank, against the limitations on multi-family housing in particular.

We would suggest that Congress discuss with the banking agencies two distinct but related steps
to address this problem. First, at least partially tailor all the policy statements that are
outstanding to date, we would suggest that each banking agency create a blanket policy
addressing minority banks, or amend their existing policies, to expressly provide that the
regulators and examiners will thoughtfully apply any existing policies to the unique
circumstances of minority institutions. On a going forward basis, we would further suggest that
each time the regulators propose a policy statement, they strongly consider whether minority
banks should be separately addressed in the statement, and expressly discuss their reasoning and
conclusion in this regard in the preamble to the proposed policy. Such a progedural step will
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compel meaningful thought on the matter, and also make the conclusion available for public
review and comment.

More generally as to the GAO Report, the NBA cannot consider and list every action that the
banking agencies should take to fulfill the Congressional mandate and improve the conditions of
minority banks. Particularly understanding the watchful eye of Congress, we are hopeful that the
foregoing will prompt independent creative thought by the agencies, as to approaches to achieve
this objective. For example, the agencies could write into their CRA exam guidelines for
majority banks specific questions about what, if anything, those banks are doing to provide
financial or other support to minority banks. Understanding the importance of reputation and
regulatory relations to majority banks, the agencies could periodically publish and applaud
particularly beneficial acts that majority banks take on behalf of minority institutions. More
generally, in addressing non-bank members of the financial services community, and even non-
financial services companies, in speeches and otherwise, the regulators could more often
highlight the importance of minority banks to the cities in which many of these companies
operate, and the specific and general benefits that will redound to them and their community by
assisting these institutions.

Finally, since the Committee asked us to discuss any initiatives that would support minority
banks, I would like to mention one unrelated to the GAO Report. Many of the NBA member
banks, including OneUnited, are also certified by the U.S. Department of Treasury as CDFIs.
The CDFI Fund, created in 1994, is a government agency that provides funding to individual
CDFIs and their partners through a competitive application process. Specifically, there are
several programs administered by the Fund that were actually designed to provide critical capital
and additional revenue streams to financial entities that operate in low to moderate income
communities: two such programs are: (1) The Bank Enterprise Award (BEA) and (2) the New
Markets Tax Credits (“NMTC™).

The BEA program provided $11.6 million in awards in 2007. The White House is on record for
discontinuing the program. The NBA successfully lobbied Congress to increase funding for
CDF1 to $100 million of which BEA would be allocated a third of that appropriation in 2008.
We wish to publicly re-affirm our support of this important initiative.

The Fund also awarded $3.9 billion in NMTC in 2007, but only one minority bank received a
small NMTC award. This program could provide a significant benefit to minority banks and the
communities they serve. Currently, large and money centered banks receive the majority of the
benefits.

NBA would like to see these programs work for minority and women owned banks and
specifically have the CDFI Fund provide a priority ranking for CDFIs, minority and women
owned banks as a part of the application process. We submit such a priority is appropriate given
that the Fund is designed to promote low and moderate income communities - exactly the
communities served by our members.

However, 1 do not want to further distract the Committee from the appropriate focus of this
hearing — the GAO Report. As to that issue, in conclusion, (1) there is a problem in the minority
banking community; (2) there is much to be done to address that problem; and (3) the minority
banks need the assistance of Congress, both with respect to legislation and regulatory
monitoring, oversight and accountability, for our needs to be addressed. This will not be easy. It
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requires more than training. However, given strong correlation between minority banks and the
financial and psychological health of inner city residents, we believe the choice is quite clear.
Congtess can either assume this responsibility, and thereby seek to ensure a vibrant future for
minority banks and the communities they serve. Or it cannot, and watch as minority banks
slowly but surely fade along with the demographic areas they support.

We again appreciate your attention to this important matter, and look forward to working with
you, and the regulators, toward a solution.

I will be pleased to answer any questions that you may have.

12
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Executive Summary

In August 2006, the Federal Deposit Insurance Corporation’s (FDIC) Vice
Chairman Martin J. Gruenberg identified some of the challenges to minority banks’
operating in a highly profitable manner: (a) the relatively higher cost of doing business in
communities with incomes below market average, (b) high immigrant populations, (c) a
smaller deposit base, and (d) a preference for in-person service.

To assist minority banks in addressing these unique challenges, as well as
facilitating capital investments in these institutions, I recommend the Committee on
Financial Services consider legislation (a) to ensure that bank regulators provide the
necessary mnotification regarding the array of technical assistance services that are
available and (b) to amend regulatory peer group benchmarking and examination
evaluations to recognize the differences between minority banks and UBPR-designated
peer groups. Finally, although I recognize that federal tax legislation is outside the
purview of this committee, the ability of minority banks to raise capital would be

enhanced if the CDFI Fund guidelines were modified to allow tax credits for investments

in these institutions.
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Mr. Chairman and other distinguished members of the Committee; my name is
Kim D. Saunders. I am President and CEO of M&F Bancorp, Inc., and Mechanics and
Farmers Bank. M&F is a $223 million community bank that conducts business in four of
North Carolina’s largest markets. The Bank is celebrating its 100™ anniversary
throughout 2007 and 2008, and our parent company currently is anticipating approval of
a merger agreement that should elevate Mechanics and Farmers Bank into the top five
largest African-American owned banks in the United States.

On behalf of the Boards of Directors of M&F Bancorp, Inc. and Mechanics and
Farmers Bank, 1 arﬁ honored to provide you with comments on this very important
subject of “Preserving and Expanding Minority Banks”. Even as we look forward to
realizing incremental growth through the consummation of our first merger since 1921,
we recognize that the business environment in which we operate is becoming more
challenging on every front.

In the face of all the economic issues affecting the banking industry that we see
daily in the media, and that this committee has heard about numerous times in the past
months, the pressure on the ability of community banks and minority-owned financial
institutions to operate profitably may be even more intense than on the rest of the
industry.

The Government Accountability Office rightly observes in its October 2006
report on Minority Banks that “minority banks can play an important role in serving the
financial needs of historically underserved communities and growing populations of

minorities.” Because this is true, this hearing today and any resulting actions will
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resonate far beyond these chambers, and I thank the Committee for giving time to these
Imatters.

M&F’s own mission and track record bear out the truth of the GAO’s assessment
of the role of minority banks. 100 years ago this year, Mechanics and Farmers Bank was
founded out of the need for African-Americans in Durham, North Carolina to have a safe
and secure place to deposit and earn interest on their savings, to bave access to financing
for their businesses and homes, and to build wealth for their families and their
communities.

Today, we are a full-service commercial bank offering a wide range'of consumer
and comm-ercial depository and loan products, as well as online banking, bill payment
and cash management. We are among a select few banks in North Carolina designated as
a Community Development Financial Institution, and have twice been recipients of Bank
Enterprise Awards through the CDFI Fund of the United States Treasury, based largely
upon our financing activities in economically distressed communities and for our
commitment to promoting proficiency in personal financial management in our markets.

As we have been since our inception, we are committed to reinvesting our
resources, both human and financial, into the communities where we live and do
business. Our Board, management and staff are dedicated to our modeling a “best-
practices” based organization that delivers a double bottom-line return, in that we are
committed to doing well by doing good. We’re proud and privileged that, throughout our
footprint, customers readily step forward to share their views on the impact that M&F

Bank has had on their businesses, their communities, and on their own or their families’

Mechanics and Farmers Bank 4



78

weilbaing. They consistently express pride in our success, in our sustained presence in
their neighborhoods and our continued support of their concerns.

The story of M&F Bank is a microcosm, a case study, of the essential role that
minority banks play. Our story illustrates the reasons that it is imperative that minority
banks be preserved, or better yet, strengthened and expanded.

People of color have financial options today that were not available at the turn of
the 20% century, however, that does not mean that the playing field is level. The GAC
repori highlights the disparities in performance and utilization of regulatory agencies’
SErvices among minoﬁty banks, and yet, we must defve deeper.

Our experience with banking regulators at M&F Bank has genemlly been positive
and productive, facilitated in great part by the fact that we have a number of former bank
examiiners in senior staff positions. Our Board emphasizes transparency and cooperation
with regulatory agencies, and management consistently takes the position that full and
proactive disclosure is the best policy in all matters. However, the GAO report points to
an extremely low rate of utilization of technical assistance among minority banks, which
indicates the existence of other factors influencing the result that are not spoken to in the
report.

In considering the goal of assisting regulators in their efforts to support minority
banks, I would like to discuss the following areas:

» How utilization of technical assistance among minority banks may be increased
> The effectiveness of banking regulators’ efforts to implement suggestions in the

GAO report
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> Legislative and regulatory steps that should be taken to help preserve and expand
minority banks

» The critical role minority financial institutions play in our nation’s economy

Minority bank use of technical assistance would be enhanced by
banking regulators being proactive in providing adequate notice
regarding the scope and availability of this assistance.

There is anecdotal evidence at least that minority banks insufficiently use the

technical assistance that is available due to the lack of adequate notification regarding

this assistance. Banking regulators should correspond at least semi-annually with the

CEOs of the minority banks they oversee, to apprise them of the forms of technical
assistance that may be available, and to provide the appropriate contact information for
future reference. Bank regulators should also utilize this opportunity to determine if
other forms of technical assistance and services could be provided which are available
and pertinent to the institution. Regulators should be proactive in communicating to

minority banks, especially those deemed to be low-performing.

As 1 stated earlier, our relationship with regulators has been productive on the whole, but
1 only recently learned that the FDIC has regional coordinators whose responsibilities
include annual contact with the minority institutions in their respective region.

Institutions are not able to utilize services where notice of these services is inadequate.
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Bank regulators’ compliance with FIRREA’s goal of preserving and

strengthening minority banks has been ineffective.

1 referred earlier to challenges to highly profitable operations faced by minority
banks. In August 2006, the Federal Deposit Insurance Corporation’s (FDIC) Vice
Chajrman Martin J. Gruenberg identified some of those challenges: (a) the relatively
higher cost of doing business in communities with incomes below market average, (b)
‘high immigrant populations, (c) a smaller deposit base, and (d) a preference for in-person
service.

Recognizing these obstacles, a primary goal of FIRREA was to create a
framework within which regulators would act to help preserve and strengthen minority
institutions. A recent interagency conference took place this past July to discuss how best
to address what, as we as members of the National Bankers Association have described,
as non-compliance by regulators with several provisions of FIRREA. Just a few weeks
ago in our home base city of Durham, NC, representatives from several regulatory
agencies advised the NBA’s 80™ Annual Convention on steps their respective agencies
were taking to support minority institutions; speakers included Sheila Bair, Director of
the FDIC; Randy Kroszner, Member of the Federal Reserve Board of Governors; and
John Reich, Director of the Office of Thrift Supervision(OTS).

Given the challenging operating circumstances outlined earlier, regulators’ efforts
and requirements to preserve and promote the expansion of minority banks have been at
best ineffective. My next point focuses on recommendations that, if implemented, offer

the potential, I believe, of meaningful and substantive assistance for minority banks.
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Take specific legislative steps to assist minority banks to raise capital

and to operate efficiently.

Let me state clearly that in no way do the recommendations made in this
testimony suggest that the standards of banking safety and soundness be compromised in
any way, or that this committee consider any measure that would create increased risk for
the banking system. My bank, and those of my colleagues, share the regulators’ goals of
ensuring the safety and soundness of the banking system.

A major concern is that the market places such a sigpificant discount on the value
of minority banks that we are placed at a significant disadvantage, regardless of our
stature or profitability, in our abilities to raise capital. . Yet, we all acknowledge the
importance of minority banks to the economic fabric of our nation’s communities. As a
result, I respectfully submit that the Financial Services Committee has the means to
address this, expeditiously and efficiently, by ensuring that bank regulators provide the
necessary notification regarding the array of technical assistance services that are
available. This would allow minority banks to operate more efficiently and attract
capital,

Moreover, while the Financial Services Committee does not have jurisdiction
over taxes, which is the under the purview of the Ways and Means Committee, there is a
palpable role for incentives. Specifically, the CDFI Fund guidelines should be modified
to include awarding tax credits for investments in minority banks.

The GAO report clearly highlights the difference in performance between
minority and majority banks. These differences are shown to be both traditionally and

universally experienced among minority banks. However, the regulatory benchmarks by
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which minority banks’ performance is graded always compare these institutions with the
UBPR-designated peer groups, such that a truly equitable comparison of performance
factors is not considered or possible. The Financial Services Committee should also
consider legislation so that regulatory peer group benchmarking and examination
evaluations are tailored to recognize these differences, just as there exists now certain
examination differences for money center banks versus smaller community banks.

The GAO report points out, and the NBA has repeatedly articulated, that minority
banks express concern and frustration that regulators often fail to demonstrate sensitivity
to and understanding 0f>the unique challenges they face. It may be especially true in this
case, when the overwhelming evidence demonstrates that minority banks® performance is
affected by numerous factors not experienced by the banks to which their performance is
being compared, and graded by the regulators.

Regulators should modify the grading process utilized in bank examinations such
that minority banks are compared to a peer group of other minority banks, and within the
context of this peer group structure, apply the factors of safety and soundness. In that
way, more than just asset size and general market descriptions would be taken into
consideration, and a more meaningful comparison of a minority bank’s performance

could be made.

Minority financial institutions play a critical role in our nation’s

economy.
Minority-owned businesses are an essential component of the small business

seclor that creates jobs, fosters stable communities and promotes economic vitality. In
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addition to being integral to America’s small business landscape, minority-owned
financial institutions provide an economic foundation for communities that historically
have been underserved.

With respect to the current “crisis” surrounding the subprime mortgage market, 1
respectfully submit to the Committee that minority banks are expert at providing
financing to underserved, financially illiterate, and unsophisticated borrowers in a safe,
and sound manner. It is very likely, that had the market gnd nation better recognized the
resource that minority banking institutions represent, the damage that has occurred — both
in terms of financial losses and negative impact on the industry’s reputation - ct;uld have
been mitigated to a significant degree.

From a historical perspective, M&F Bank and many other minority banks have
been catalysts for change in the markets they serve. Were you to research the genesis of
these banks, you would find many instances where entire communities were underserved
or even completely ignored by the mainstream banks.. Banks like M&F answered the
call of those underserved communities to open a branch so that they would have
convenient, equitable access to banking services, Then those mainstream banks — who
until then had been quite content to allow people to travel across town to their existing
locations — suddenly found those unserved or underserved markets to be a worthwhile
place for a bank branch.

More often than not, the branch locations of minority banks reside in the very
communities referred to in CRA guidelines. Stated another way, laws and regulations had
to be created to compel banks to provide access to credit to the very same communities

where we have placed our branches and operate daily. While CRA rewards majority
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barik.s for honoring the letter of the law, minority banks have long embodied the spirit of

the law.

In the 99 years since we opened our doors, M&F Bank has successfully balanced
our mission to provide access to high-quality, competitively positioned depository and
loan products with our responsibility to operate a sound, secure and profitable institution.
We have been blessed to enjoy 99 years of consecutive profitability, weathering the Great
Dgp:’ession and numerous economic cycles. Underlying these goals is our founding and
on-iing commitment to reach out to the communities we serve in meaningful ways. We
loce {orward to continuinAg to do so for centuries to come.

It is the sincere wish of the Boards of Directors of M&F .Bancorp, Inc. and
Mechanics and Farmers Bank that this committee will consider the recommendations
made today, and take the necessary actions to truly “Preserve and Expand Minority

Banks’.

Again, I am bonored and appreciate the opportunity to testify, and I am available

for guestions and comments from this distinguished panel.
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MINORITY BANKS :

Regulators” Assessments of the Effectivenéss of
-Their Support Efforts Have Been Limited

What GAQ Found

GAQ reported in 2006 that the profitability of most large minority banks e
(assets greater than $100 million) was nearly equal to that of their peers
(similarly sized banks) in 2005 and ezdrlier years, according to FDIC data.
However, many small minority banks and African-American banks of all sizes
were less profitable than their peers. GAO’s analysis and other studjes
identified some possible explanations for these differences, including :
relatively higher loan loss reserves and operating expenses and competition’
from larger banks. .

Bank regulators had adopted differing approaches to supporting minority
banks; but no agency had regularly and comprehensively assessed the
effectiveness of its efforts. FDIC—whichsupervises-over half of all minority
banks—had the most comprehensive support efforts and leads interagency
efforts. OTS focused on providing technical assistance to minority banks.
While not required to do so by FIRREA, OCC and the Federal Reserve had
taken some steps to support minority banks. Although FDIC had recently.
sought to assess the effectiveness of its support efforts through various
methods, none of the regulators comprehensively surveyed minority banks or
had developed performance measures. Consequently, the regulators were not
well positioned to assess their support efforts:

. GAO's survey of minority banks identified potential limitations in the'
regulators’ support efforts that would likely be of significance to agency.
managers and warrant follow-up analysis. Only about one-third of survey

- respondents rated their regillators’ efforts for minority banks as very good or
good, while 26 percent rated the efforts as fair; 13 percent as poor or very
poor, and 25 percent responded “don’t kmow” (see fig.): Banks regulated by
FDIC were more positive about their agency’s efforts than banks regulated by
other agencies. However, only about half of the FDIC-regulated banks and ™.
abont a quarter of the banks regulated by other agencies rated their agency’s
efforts as very good or good. Although regulators may have emphasized the
provision of technical assistance to minority banks, less than 30 percent of
such institutions have used such agency services within the last 3 years and
therefore may be missing opportunities to address problems that limit their
operations or financial performance:

Minority Banks’ Ratings of Support Efforts, by Reguiator
Parcentage. .
50

Total .. - Federal Raserve occ oTs
] Don't kriow Paosbvery pudt Fair . [ Veiv goodigood

Soutne GA0,
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Mr. Chairman and Members of the Subcommittee:

I am pleased to be here to discuss the findings of a report that we issued
last year on the efforts of federal bank regulators to support minority
banks.' As described in our report, minority banks are a small community
within the banking industry, accounting for 2 percent of all financial
institutions and total industry assets. Despite their small numbers,
minority banks can play an important role in serving the financial needs of
historically underserved communities, such as African-Americans, and
growing populations of minorities, such as Hispanic-Americans and Asian-
Americans.

For this reason, Section 308 of the Financial Institutions Reform,
Recovery, and Enforcement Act of 1989 (FIRREA) established goals
toward which federal regulators must work to preserve and promote such
institutions.” For example, the Federal Deposit Insurance Corporation
(FDIC) and the Office of Thrift Supervision (OTS), in consultation with the
Department of the Treasury (Treasury), are required to provide minority
banks with technical assistance and training and educational programs
and work toward preserving the character of minority banks in cases
involving mergers or acquisitions of these institutions (I will refer to such
activities as minority bank support efforts in my testimony today).’ While
the other bank regulators—the Board of Governors of the Federal Reserve
System (Federal Reserve) and the Office of the Comptroller of the
Currency (OCC)-—are not subject to Section 308 of FIRREA, they also
have engaged in efforts to support minority banks over the years.

You and other members of the House Financial Services Committee,
including the Chairman, requested in 2005 that we review the efforts of all

'GAO, Minority Banks: Regulators Need to Better Assess Fffectiveness af Support Efforts,
GAO-07-6 (Washington, D.C.: Oct. 4, 2008). The term “minority banks” refers to alt

d v institutions- Juding thrifts—that are considered minority- or women-owned
by the Department of the Treasury and the federal banking regulators—the Federal Deposit
Insurance Corporation, the Board of Govemors of the Federal Reserve System, the Office
of the Comptroller of the Currency, and the Office of Thrift Supervision.

*FIRREA, Pub. L. No. 101-73, § 308, 108 Stat. 183, 353 (1089).

*While Treasury convened interagency panels on minority bank issues in the early 1000s,
department officials said it no lenger does so. According to Treasury officials, the FIRREA
consulting requirement is open to some interpretation and the general view within the
department was that ongoing consultations were not required. However, Treasury officials
sald that they do discuss minority bank issues with the regulators as the need arises.
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of the regulators to support minority banks out of concerns about the
effectiveness of those effarts. We had previously reported in 1993 that
while FDIC and OTS had taken steps to comply with Section 308, minority
banks had mixed views on the effectiveness of the agencies’ efforts.* In
particular, minority banks were concerned that the regulators did not
provide adequate technical assistance, and, more generally, that agency
safety and soundness examiners did not understand the unique challenges
that their institutions faced. We recommended in the 1993 report that
FDIC and OTS periodically survey minority banks to assess the
effectiveness of their support efforts. Given the passage of time between
1993 and 2005, you requested that we follow up on minority bank issues
and the efforts of all bank regulators to support such institutions.

In my testimony today, I will discuss the key findings of our 2006 report,
which included steps to (1) review the profitability of minority banks over
time; (2) identify the regulators’ minority bank support efforts and
determine whether the regulators were evaluating the effectiveness of
those efforts; and (3) obtain the views of minority banks on the support
efforts and related regulatory issues, Additionally, in the last section of
this testimony, I will provide a brief update on some of the steps the
regulators have taken in response to recommendations in our 2006 report.

To address the first objective, we obtained and analyzed financial data for
minority banks from FDIC for 1985, 2000, and 2005. We also reviewed
background literature and conducted interviews with minority banks to
discuss the business environment in which these banks operate. For the
second objective, we interviewed officials from Treasury, FDIC, the
Federal Resetve, OCC, and OTS and reviewed regulators’ documentation
addressing their efforts to support minority banks and assess the
effectiveness of these efforts. We also compared the regulators’ efforts to
our standards for program assessment and performance measures and
those established in the Government Performance and Resuits Act.* To
address the third objective, we surveyed all institutions identified by the
banking regulators as minority institutions. The Web-based survey, which
was conducted from March through April 2008, asked about the banks’
awareness and use of the regulators’ minority bank support efforts and

1GAO, Minority-Owned Financial Instibutions: Stabus of Federal Efforts to Preserve
Minority Ownership, GAO/GGD-04-1 (Washington, D.C.: Nov. 3, 1093).

*Government Performance and Results Act of 1093, Pub. L. No. 103-82, §7, 107 Stat. 285,
292, (codified at 30 U.S.C. § 2601(1)).
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also asked the banks to rate these efforts, We received 149 survey
responses out of a total population of 195 minority banks, for a response
rate of 76 percent. Finally, in preparation for this testimony, we contacted
the regulators in order to obtain information on any efforts they may have
undertaken in response to the recommendations in our 2006 report.

‘We conducted our work in Washington, D.C,, and New Yorkin accordance
with generally accepted government auditing standards.

In Brief

Our analysis of FDIC data showed that while the profitability of most
minority banks with assets greater than $100 million nearly equaled the
profitability of all similarly sized banks (peers), the profitability of smaller
minority banks and African-American banks of all sizes did not.®
Profitability is commonly measured by return on assets (ROA), or the ratio
of profits to assets, and ROAs are typically compared across peer groups
to assess performance.” Many small minority banks (those with less than
$100 million in assets) had ROAs that were substantially lower than those
of their peer groups in 2005 as well as in 1995 and 2000. Moreover, African-
American banks of all sizes had ROAs that were significantly below those
of their peers in 2005 as well as in 1995 and 2000 {African-American banks
of all sizes and other small minority banks account for about half of all
minority banks). Our analysis of FDIC data identified some possible
explanations for the relatively low profitability of some small minority
banks and African-American banks, such as relatively higher reserves for
potential loan lnsses and administrative expenses and competition from
larger banks. Nevertheless, the majority of officials from banks across all
minority groups were positive about their banks’ financial outlook, and
many saw their minority status as an advantage in serving their
communities (for example, in providing services in the language
predominantly used by the minority community).

The bank regulators have adopted differing approaches to supporting
minority banks, and, at the time of our review, no agency had assessed the
effectiveness of its efforts through regular and comprehensive surveys of

“The FDIC definition for peer groups includes all institutions of 2 similar asset size,
including minority and rity institutions.

"Examples of assets include loans and securities.
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minority banks or cuicome-oriented performance measures.! FDIC—
which supervises more than half of all minority banks—had the most
comprehensive program to support minority banks and led an interagency
group that coordinates such efforts. Among other things, FDIC has
designated officials in the agency’s headquarters and regional offices to be
responsible for minority bank efforts, held periodic conferences for
minority banks, and established formal policies for annual outreach to the
banks it regulates to make them aware of available technical assistance.
OTS also designated staff to be responsible for the agency’s efforts to
support minority banks, developed outreach procedures, and focused its
efforts on providing technical assistance. OCC and the Federal Reserve,
while not required to do so by Section 308 of FIRREA, undertook some
efforts to support minority banks, such as holding occasional conferences
for Native American banks, and were planning additional efforts. FDIC
proactively sought to assess the effectiveness of its support efforts; for
example, it surveyed minority banks. However, these surveys did not
address Key activities, such as the provision of technical assistance, and
the agency had not established outcome-oriented performance measures
for its support efforts. Furthermore, none of the other regulators
comprehensively surveyed minority banks on the effectiveness of their
support efforts or established outcome-oriented performance measures.
Consequently, the regulators were not well positioned to assess the results
of their support efforts or identify areas for improvement.

Our survey of minority banks identified potential limitations in the
regulators’ support efforts that likely would be of significance to agency
managers and warrant follow-up analysis. About one-third of survey
respondents rated their regulators’ efforts for minority banks as very good
or good, while 26 percent rated the efforts as fair, 13 percent as poor or
very poor, and 25 percent responded “do not know.” FDIC-regulated banks
‘were more positive about their agency's efforts than banks that other
agencies regulated. However, only about half of the FDIC-regulated banks
and about a quarter of the banks regulated by other agencies rated their
agency'’s efforts as very good or good. Although regulators may emphasize
the provision of technical assistance to minority banks, less than 30
percent of such institutions said they had used such agency services
within the last 3 years. Therefore, the banks may have been missing
opportunities to address problems that limited their operations or

2Outcome-oriented performance measures assess the results of a program against its
intended purposes.
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financial performance. As we found in our 1993 report, some minority
bank officials also said that examiners did not always understand the
challenges that the banks may face in providing services in their
communities or operating environments. Although the bank officials said
they did not expect special treatment in the examination process, they
suggested that examiners needed to undergo more training to improve
their understanding of minority banks and the customer base they serve.

To allow the regulators to better understand the effectiveness of their
support efforts, our October 2006 report recommended that the regulators
review such efforts and, in so doing, consider employing the following
methods: (1) regularly surveying the minority banks under their
supervision on all efforts and regulatory areas affecting these institutions;
or (2) establishing outcome-oriented performance measures to evaluate
the extent to which their efforts are achieving their objectives, Subsequent
to the report’s issuance, the regulators have reported taking steps to better
assess or enhance their minority bank support efforts. For example, all of
the regulators have developed surveys or are in the process of consulting
with minority banks to obtain feedback on their support efforts. I also note
that some regulators plan to provide additional training to their examiners
on minority bank issues, These initiatives are positive developments, but it
is too soon to evaluate their effectiveness. We encourage agency officials
to ensure that they collect and analyze relevant data and take steps to
enhance their minority bank support efforts as may be warranted.

Background

Many minority banks are located in urban areas and seek to sexrve
distressed communities and populations that financial institutions
traditionally have underserved. For example, after the Civil War, banks
were established to provide financial services to African-Americans. More
recently, Asian-American and Hispanic-American banks have been
established to serve the rapidly growing Asian and Hispanic communities
in the United States. In our review of regulators’ lists of minority banks,
we identified a total minority bank population of 195 for 2005 (see table 1).
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Table 1: Nu and P e of y Banks, by Type, 2006
Type of minority bank Number of banks Percentage of all minority banks
Asian-American® 73 37
Aftican-American 46 24
Hispanic-American 38 19
Native American 20 10
Women-owned 13 7
Other® 5 3
Total 195 100

Solrce GACanalysis of Treasury and tederal banking reguiators' dsta

Nole We dentfied the total minority bank popufation by obtaining and reviewing the most current
lists (available at the e the population was compiled; from the federal banking regulators and
Treasury We reviewed FDIC and the Federal Reserve's publicly availabie ists, which were current
as of September 30, 2005 We aiso reyiewed OCC's iist rom December 31, 2005, Treasury's most
recent iist from 2004, and OTS's from Jaruary 2008

*Astan-Amencan (ncludes indmduals of Paaific jsland descent

“The “other” category Includes barks considered 1o have minonly status that are not covered by the
fisted minonty categones "Other” also includes barks that are owned or managed by more than one
minority group in accordance with a barking reguiator's definifion

Table 2 shows that the distribution of minority banks by size is similar to

the distribution of all banks by size. More than 40 percent of all minority
banks had assets of less than $100 million,

Table 2: Percentage of Minority Banks and Total Banking industry, by Asset Size,

Percentage of Percentage of total
Assd size minority banks banking industry
< $100 million 42 44
$100 milion ko $300 miltion 32 33
$300 million to $500 million 9 9
$500 milion 1o $1 billion 7 7
$1 billion to $10 billion 7 6
> $10 biflion 3 1
Total 100 100

Sourca GAO analysis of FOIC data

Each federally insured depository institution, including each minority
bank, has a primary federal regulator. As shown in table 3, FDIC serves as
the primary federal regulator for more than half of minority banks—109 of
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the 195 banks, or 66 percent-—and the Federal Reserve regulates the
fewest.

Table 3: Number of Minority Banks, by Regulator, 2005

Regulator Number of minority banks Percentage
FDIC 109 56
0CC 43 22
oTs 22 Ll
Federal Reserve 21 H
Totat 1% 100

Source GAO analysis of Traasury and the tedersl barking regubators' data

Note Treasury ard the banking regulators have different criteria for the banks they consider to be
ehgible 1o participate i their minonty bank etforts in accordance with our request, 1n our population of
minonty banks we included any bank considered by atleast one regulator to be eligible to participate
ints efforts However, In some cases minority banks not considered by therr primary regulator to be
minonty institutions were considered 1o be eiigible for participaticn in another regulator's efforts We
identifed 10 FDIC-regulated banks, 4 Federal Ressrve-regulated banks, 3 OCC-regufated banks, and
1 OTS-egulated bank fittng this descripion

The federal regulators primarily focus on ensuring the safety and
soundness of banks and do so through on-site examinations and other
means. Regulators may also close banks that are deemed insolvent and
posing arisk to the Deposit Insurance Fund.? FDIC is responsible for
ensoring that the deposits in failed banks are protected up to established
deposit insurance limits. :

While the regulators’ primary focus is bank safety and soundness, laws and
regulations can identify additional goals and objectives. Recognizing the
importance of minority banks, Section 308 of FIRREA outlined five broad
goals toward which FDIC and OTS, in consultation with Treasury, are to
‘work to preserve and promote minority banks. These goals are:

preserving the present number of minority banks;

preserving their minority character in cases involving mergers or
acquisitions of minority banks;

providing technical assistance to prevent insolvency of institutions that
are not currently insolvent;

*FDIC administers the fund, which provides deposit insurance for banks and thrifts,
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promoting and encouraging the creation of new minority banks; and
providing for training, technical assistance, and education programs.

Technical assistance is typically defined as one-to-one assistance thata
regulator may provide to a bank in response to a request. For example, a
regulator may advise a bank on compliance with a particular statute or
regulation. Regulators also may provide technical assistance to banks that
is related to deficiencies identified in safety and soundness examinations.
In conirast, education programs typically are open to all banks regulated
by a particular agency or all banks located within a regulator’s regional
office. For example, regulators may offer training for banks to review
compliance with laws and regulations.

Large Minority Banks
Showed Profitability
Close to That of Their
Peers, but Many Small
and African-American
Banks Have Been
Less Profitable

As shown in figure 1, our 2006 report found that, according to FDIC data,
most minority banks with assets exceeding $100 million had ROAs in 2005
that were close to those of their peer groups, while many smaller banks
had ROAs that were significantly lower than those of their peers. Minority
banks with more than $100 million in assets accounted for 58 percent of all
minority banks, while those with less than $100 million accounted for 42
percent. Each size category of minority banks with more than $100 million
in assets had a weighted average ROA that was slightly lower than that of
its peers, but in each case their ROAs exceeded 1 percent.'® By historical
banking industry standards, an ROA of 1 percent or more generally has
been considered to indicate an adequate level of profitability. We found
that profitability of the larger minority, Hispanic-American, Asian-
American, Native American, and women-owned banks were close to, and
in some cases exceeded, the profitability of their peers in 2005.

A weighted average is a variation on a smple average, Weighted averages take into
account banks' asset size instead of counting each bank as an equal unit,
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Figure 1: Percentage of Minority Banks by Size and Average ROA for Minority Banks and Peer Groups by Assel Size, 2006
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In contrast, small minority banks (those with assets of less than $100
million) had an average ROA of 0.4 percent, and their peers had an average
ROA of 1 percent. Our analysis of FDIC data for 19956 and 2000 also
indicated same similar patterns, with minority banks with assets greater
than $100 million showing levels of profitability that generally were close
to those of their peers, or ROAs of about 1 percent, and minority banks
with assets of less than $100 million showing greater differences with their
peers,
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The profitability of African-American banks generally has been below that
of iheir peers in all size categories (see fig, 2)."" For example, African-
American banks with less than $100 million in assets——which constitute 61
percent of all African-American banks-—had an average ROA of 0.16
percent, while their peers averaged 1.0 percent. Our analysis of FDIC data
for 2000 and 1995 also found that African-American banks of all sizes had
lower ROAs than their peers.

o
Figure 2: Average ROA of African-American Bahks and Peer Banks by Asset Size,
2006

ROA
1.4

Less than $160 $100-$300
Dotlars in mitlions

African-American banks

Peer group
Source: inalyals of FONC data.

Our analysis of 20056 FDIC data also suggests some possible reasons for
the differences in profitability between some minority banks and their
peers.” For example, our analysis of 2005 FDIC data showed that African-

"0 2005, African-American banks did not occupy ali asset size cétegories The largest
African-American banks had less than §1 billion in assets; thus, they did not populate in the
two largest size categories: $1 billion to $10 billion and greater than $10 billion.

“While our review offers possible explanations for lower levels of profitability among some

minority banks, it does not attempt to fully explain the differences among various minority
groups or sizes of minority banks.
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American banks with assets of less than $300 million—which constitute 87
percent of all African-American banks—had significantly higher loan loss
reserves as a percentage of their total assets than the average for their
peers (see fig. 3).” Although having higher loan loss reserves may be
necessary for the safe and sound operation of any particular bank, they
lower bank profits because loan loss reserves are counted as expenses.

Figure 3: Average Loan Loss Reserves as a Percentage of Assels for African-
Amwrican and Peer Banks, 2005

Percentage
100

3 8 &8 8 8 & 8 8
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Sourse GAD analysis of FUIC dala,

We also found some evidence that higher operating expenses might affect
the profitability of some minority banks. Operating expenses-—
expenditures for items such as adminisirative expenses and salaries—
typically are compared to an institution’s total earning assets, such as
loans and iuvestments, to indicate the proportion of earning assets that
banks spend on operating expenses. As figure 4 indicates, many minority
banks with less than $100 million in assets had higher operating expenses

The term * oan loss reserves” refers to the allowance each bank must maintain to absorb
i d credit losses ted with its loan and lease portfolio.
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than their peers in 2005. Academic studies we reviewed generally reached
similar conclusions,

Figure 4: Average Qperating Exp Relative to ing Assets of Banks wih

Assets Less Than $100 million, 2006
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Officials from several minority banks we contacted also described aspects
of their pperating environment, business practices, and customer service
that could result in higher operating costs, In particular, the officials cited
the costs associated with providing banking services in low-income urban
areas or in communities with high immigrant populations. Bank officials
also told us that they focus on fostering strong customer relationships,
sometimes providing financial literacy services. Consequently, as part of
their mission these banks spend more time and resources on their
customers per transaction than other banks. Other minority bank officials
said that their customers made relatively small deposits and preferred to
do business in person at bank branch locations rather than through
potentially lower-cost alternatives, such as overthe phone or the Intemet.

Minority bank officials also cited other factors that may have limited their

profitability, In particular, in response to Community Reinvestment Act
(CRA) incentives, the officials said that larger banks and other financial
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institutions were increasing competition for minority banks' traditional
customer base." The officials said that larger banks could offer loans and
other financial services at more competitive prices because they could
raise funds at lower rates and take advantage of operational efficiencies.
In addition, officials from some African-American and Hispanic banks
cited attracting and retaining quality staff as a challenge to their
profitability.

Despite these challenges, officials from banks across minority groups were
optimistic about the financial outlook for their institutions. When asked in
our survey to rate their financial outlook compared to those of the past 3
to b years, 66 percent said it would be much or slightly better; 21 percent
thought it would be about the same, and 11 percent thought it would be
slightly or much worse, while 3 percent did not know. Officials from
minority banks said that their institutions had advantages in serving
minority communities. For example, officials from an Asian-American
bank said that the staff’s ability to communicate in the customers’ primary
language provided a competitive advantage,

Regulators Adopted
Differing Approaches
to Supporting
Minority Banks, but
Assessment Efforts
Were Limited

Qur report found that FDIC—which supervises 109 of 195 minority
banks-—had developed the most extensive efforts to support minority
banks among the banking regulators (see fig. 5). FDIC had also taken the
lead in coordinating regulators’ efforts in support of minority banks,
including leading a group of all the banking regulators that meets
semiannually to discuss individual agency initiatives, training and outreach
events, and each agency'’s list of minority banks. OTS had developed a
variety of support programs, including developing a minority bank policy
statement and staffing support structure. OCC had also taken steps to
support minority banks, such as developing a policy statement. OCC and
the Federal Reserve had also hosted events for some minority banks.

HSection 807 of the Community Reinvestment Act of 1977 requires the federal banking
regul in tion with their jon of each they supervise to assess
the institution's record of meeting the credit needs of the entire community it serves,
inchuding moderate- and low-income neighborhioods. Pub. L. No. 95-128, § 807, 91 Stat. 1147
(codified as amended at 12 U.S.C. § 2006).
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Figure 5: Banking Regulators’ Efforts to Support Minority Banks, as of October
2006

FDIC ors ocC Federal
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*EDIC holds confererices for alt minority banks on a regular basis. OTS, OCC, and the Federal
Reserve have hosted occasional evenls for some groups of minerity banks

The following highlights some key support activities discussed in our
October 2006 report.

Policy Statements. FDIC, OTS, and OCC all have policy statements that
outline the agencies’ efforts for minority banks. They discuss how the
regulators identify minority banks, participate in minority bank events,
provide technical assistance, and work toward preserving the character of
minority banks during the resolution process, OCC officials told us that
they developed their policy statement in 2001 after an interagency meeting
of the federal banking regulators on minority bank issues. Both FDIC and
OTSissued policy statements in 2002,

Staffing Structure. FDIC has a national coordinator in Washington, D.C.
and coordinators in each regional office from its Division of Supervision
and Consumey Protection to implement the agency’s minority bank
program. Among other responsibilities, the national coordinator regnlarly
contacts minority bank trade associations about participation in events
and ather issues, coordinates with aother agencies, and compiles quarterly
reports for the FDIC chairman based on regional coordinators’ reports on
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their minority bank activities. Similarly, OTS has a national coordinator in
its headquarters and supervisory and community affairs staff in each
region who maintain contact with the minority banks that OTS regulates.
While OCC and the Federal Reserve did not have similar staffing
structures, officials from these agencies had contacted minority banks
among their responsibilities.

Minority Bank Events and Training. FDIC has taken the lead role in
sponsoring, hosting, and coordinating events in support of minority banks.
For example, in August 2006 FDIC sponsored a national conference for
minority banks in which representatives from OTS, OCC, and the Federal
Reserve participated. FDIC also has sponsored the Minority Bankers
Roundtable (MBR) series, which agency officials told us was designed to
provide insight into the regulatory relationship between minority banks
and FDIC and expiore opportunities for partnerships between FDIC and
these banks. In 2005, FDIC held six roundtables around the country for
minority banks supervised by all of the regulators. To varying degrees,
OTS, OCC, and the Federal Reserve also have held events to support
minority banks, such as Native American Institutions.

Technical Assistance. All of the federal banking regulators told us that
they provided their minority banks with technical assistance if requested,
but only FDIC and OTS have specific procedures for offering this
assistance. More specifically, FDIC and OTS officials told us that they
proactively seek to make minority banks aware of such assistance through
established outreach procedures outside of their customary examination
and supervision processes. FDIC also has a policy that requires its regional
coordinators to ensure that examination case managers contact minority
banks from 90 to 120 days after an examination to offer technical
assistance in any problem areas that were identified during the
examination. This policy is unique to minority banks. OCC and the Federal
Reserve provide technical assistance to all of their banks, but had not
established outreach procedures for all their minority banks outside of the
customary examination and supervision processes. However, OCC
officials told us that they were in the process of developing an outreach
plan for all minority banks regulated by the agency. Federal Reserve
officials told us that Federal Reserve districts conduct informal outreach
to their minority banks and consult with other districts on minority bank
issues as needed.

Policies to Preserve the Minority Character of Troubled Banks.

FDIC has developed policies for failing banks that are consistent with
FIRREA's requirement that the agency work to preserve the minority
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character of minority banks in cases of mergers and acquisitions. For
example, FDIC maintains a list of gualified minority banks or minority
investors that may be asked to bid on the assets of troubled minority
banks that are expected to fail. However, FDIC is required to accept the
bids on failing banks that pose the lowest expected cost to the Deposit
Insurance Fund.” As a result, all bidders, including minority bidders, are
subject to competition. OTS and OCC have developed written policies that
describe how the agencies will work with FDIC to identify qualified
minority banks or investors to acquire minority banks that are failing.
While the Federal Reserve does not have a similar written policy, agency
officials say that they also work with FDIC to identify qualified minority
banks or investors. All four agencies also said that they try to assist
troubled minority banks improve their financial condition before it
deteriorates to the point that a resolution through FDIC becomes
necessary. For example, agencies may provide technical assistance in such
situations or try to identify other minority banks willing to acquire or
merge with the troubled institutions.

At the Time of our Report,
Regulators Did Not Assess
Their Support Efforts
through Surveys or
Performance Measures

While FDIC was proactive in assessing its support efforts for minority
banks, none of the regulators routinely and comprehensively surveyed
their minority banks on all issues affecting the institutions, nor have the
regulators established outcome-oriented performance measures,
Evaluating the effectiveness of federal programs is vitally important to
manage programs successfully and improve program results. To this end,
in 1993 Congress enacted the Government Performance and Results Act,
which instituted a governmentwide requirement that agencies report on
their results in achieving their agency and program goals.

As part of its assessment methods, FDIC canducted roundtables and
surveyed minority banks on aspects of its minority bank efforts. For
example, in 2005, FDIC requested feedback on its efforts from institutions
that attended the agency’s six MBRs (which approximately one-third of
minority banks attended). The agency also sent a survey letter to all
minority banks to seek their feedback on several proposals to better serve
such institations, but only 24 minority banks responded. The proposals
included holding another national minority bank conference, instituting a

B3ection 13(c) of the Federal Deposit Insurance Act (codified at 12 U.S.C, §1823(c)), as
amended in 1991, prohibits FDIC from engaging in the assisted resolution of any failed
depository institution unless FDIC determines that the total amount of expenditires and
obligations it would incur in doing so would represent the least costly alternative.
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partnership program with universities, and developing a minority bank
museum exhibition.* FDIC officials said that they used the information
gathered from the MBRs and the survey to develop recommendations for
improving programs and developing new initiatives.

While FDIC had taken steps to assess the effectiveress of its minority
bank support efforts, we identified some limitations in its approach. For
example, in FDIC's surveys of minority banks, the agency did not solicit
feedback on key aspects of its support efforts, such as the provision of
technical assistance. Moreover, FDIC has not established outcome-
orented performance measures to gauge the effectiveness of its various
support efforts. None of the other regulators had surveyed minority banks
recently on support efforts or developed performance measures.

By not taking such steps, we concluded that the regulators were not well
positioned to assess their support efforts oridentify areas for
improvement. Furiher, the regulators could not take corrective action as
necessary to provide better support efforts to minority banks.

Survey of Minority
Banks Identified
Potential Limitations
in Regulators’ Support
Efforts and Other
Regulatory Issues

Minority bank officials we surveyed identified potential limitations in the
regulators’ efforts to support them and related regulatory issues, such as
examiners’ understanding of issues affecting minority banks, which would
likely be of significance to agency managers and warrant follow-up
analysis. Some 36 percent of survey respondents described their
regulators’ efforts as very good or good, 26 percent described them as fair,
and 13 percent described the efforts as poor or very poor (see fig. 6). A
relatively large percentage—=25 percent—responded “do not know” to this
question,

"“The museum exhibition would have traced the history of minority banks in the United
States. However, after conducting additional research on this proposal, FDIC decided not
to pursue the project, in part because of limited interest. from some minority banks,
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Figure 6: Minority Banks’ Ratings of Support Efforts, by Regulator
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Banks' responges varied by regulator, with 45 percent of banks regulated
by FDIC giving very good or good responses, compared with about 25
percent of banks regulated by other agencies. However, more than half of
FDIC-regulated banks and about three-quarters of the other minority
banks responded that iheir regulator’s efforts were fair, poor, or very poor
or responded with a “do not know.” In particular, banks regulated by OTS
gave the highest percentage of poor or very poor marks, while barnks
regulated by the Federal Reserve most often provided fair marks.

Nearly half of minority banks reported that they attended FDIC
roundtables and conferences designed for minority banks, and about half
of the 65 respondents that attended these events found them to be
extremely or very useful (see fig. 7). Almost a third found them to be
moderately useful, and 17 percent found them to be slightly or not at all
useful. One participant commented that the information was useful, as was
the opportunity to meet the regulators. Many banks also commented that
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the events provided a good opportunity to network and shave ideas with
other minority banks.

Figure 7: Useful of FDIC’s Re and C by R
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While FDIC and OTS emphasized technical services as key components of
their efforts to support minority banks, less than 30 percent of the
institutions they regulate reported using such assistance within the last 3
years (see fig. 8). Minarity banks regulated by OCC and the Federal
Reserve reported similarly low usage of technical assistance services.
However, of the few banks that used technical assistance—41-the
majority rated the assistance pravided as exiremely or very useful.”
Further, although small minority banks and African-American banks of all

Y'The survey did find that minority banks that FDIC and 0TS regulated were more aware of
the agencies' techrl cal assistance oufreach efforts than institutions that 0CC and the
Federal Reserve regulated. This finding is consistent with the fact that FDIC and OTS have
formalized technical assistance cutreach efforts, while the other regulators do not.
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sizes have consistently faced financial challenges and might benefit from
certain types of assistance, the banks also reported low rates of usage of
the agencies’ technical assistance. While our survey did not address the
reasons that relatively few minority banks appear to use the technical
assistance and banking regulators cannot compel banks under their
supervision to make use of offered technical assistance, the potential
exists that many such institutions may be missing opportunities to learn
how to correct problems that limit their operational and financial
performance.

Figure 8: Minority Banks’ Use of Ti § Assi byF
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Survey Respondents
Expressed Concerns about
the Examination Process
and a Provision of CRA
Designed to Assist
Minority Banks

More than 80 percent of the minaority banks we surveyed responded that
their regulators did a very good or good job of administering
examinations, and almost 30 percent felt that they had very good or good
relationships with their regulator. However, as in our 1993 report, some
minority bank officials said in both survey responses and interviews that
examiners did not always understand the challenges the banks faced in
providing services in their particular communities. Twenty-one percent of
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survey respondents mentioned this issue when asked for suggestions
about how regulators could improve their efforts to support minority
banks, and several minority banks that we interviewed elaborated on this
topic.

The bank officials said that examiners tended to treat minority banks like
any other bank when they conducted examinations and thought such
comparisons were not appropriate. For example, some bank officials
whose institutions serve immigrant communities said that their customers
tended to do business in cash and carried a significant amount of cash
because banking services were not widely available or trusted in the
customers’ home countries. Bank officials said that examiners sometimes
commented negatively on the practice of customers doing business in cash
or placed the bank under increased scrutiny relative to the Bank Secrecy
Act’s requirements for cash transactions.”® While the bank officials said
that they did not expect preferential treatment in the examination process,
several suggested that examiners undergo additional training so that they
could better understand minority banks and the communities that these
institutions served. FDIC has conducted such training for its examiners. In
2004, FDIC invited the president of a minority bank to speak to about 500
FDIC examiners on the unigueness of minority banks and the examination
process, FDIC officials later reported that the examiners found the
discussion helpful.

Many survey respondents also said that a CRA provision that was designed
to assist their institutions was not effectively achieving this goal. The
provision allows bank regulators conducting CRA examinations to give
consideration to banks that assist minority banks through capital
investment, loan participation, and other ventures that help meet the
credit needs of local communities. Despite this provision, only 18 percent
of survey respondents said that CRA had—-to a very great or great extent—
encouraged other institutions to invest in or form partnerships with their
institutions, while more than half said that CRA encouraged such activities
to some, little, or no extent (see fig. 9). Some minority bankers attributed
their view that the CRA provision has not been effective, in part, to a lack
of clarity in interagency guidance on the act’s implementation. They said
that the interagency guidance should be clarified to assure banks that they
will receive CRA consideration in making investments in minority banks.

The body of }aw commonly referred to as the Bank Secrecy Act (BSA) s codified al 31
U.S.C. §§ 5311-5322 and 12U.8.C. §§ 1820b and 10511059,
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Figure 9: Minority Banks’ Evaiuation of the Extent io Which CRA Has Encouraged
Patinerships with Other Institutions
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Regulators Recently
Have Taken Steps to
Assess and Enhance
Their Minority Bank
Support Efforts, but It
Is Too Soon to Assess
Their Effectiveness

Our 2006 report recommended that the bank regulators regularly review
the effectiveness of their minority bank support efforts and related
regulatory activities and, as appropriate, make changes necessary to better
serve such institutions. In conducting such reviews, we recommended that
the regulators consider conducting periodic surveys of minority banks or
developing outcome-oriented performance measures for their support
efforts. In conducting such reviews, we also suggested that the regulators
focus on the overall views of minority banks about support efforts, the
usage and effectiveness of technical assistance (particularly assistance
provided to small minority and African-American banks), and the level of
training provided to agency examiners on minority banks and their
operating environments.

Qver the past year, bank regulatory officials we contacted identified
several steps that they have initiated to assess the effectiveness of their
minority bank support efforts or to enhance such support efforts. They
include the following actions:
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.

A Federal Reserve official told us that the agency has established a
working group that is developing a pilot training program for minority
banks and new banks. The official said that three training modules have
been drafted for different phases of a bank’s life, including starting a bank,
operating a bank during its first 5 years of existence, and bank expansion.
The official said that the program will be piloted throughout the U.S.
beginning in early November 2007. Throughout the course of developing,
drafting, and piloting the program, Federal Reserve officials said they
have, and will continue to, consult with minority bankers to obtain
feedback on the effort.

An OCC official said that the agency recently sent a survey to minority
banks on its education, outreach, and technical assistance efforts that
should be completed by the end of October. OCC also plans to follow up
this survey with a series of focus groups. In addition, the official said OCC
just completed an internal survey of certain officials involved in
supervising minority institutions, and plans to review the results of the two
surveys and focus groups to improve its minority bank support efforts.

FDIC officials told us that the agency has developed a survey to obtain
feedback on the agency's minority bank support efforts. They estimate
that the survey will be sent out to all minority institutions (not just those
minority banks FDIC supervises) in mid-December 2007.

An OTS official told us that the agency will send out a survey to the
minority banks the agency supervises on its efforts in the next couple
weeks and that it has also conducted a series of roundtables with minority
banks in the past year.

The federal banking agencies have also taken some steps to address other
issues raised in our report. For example, Federal Reserve and FDIC
officials told us that that the agencies will provide additional training on
minority bank issues to their examiners. In addition, in July 2007 the
federal banking agencies published a CRA Interagency Notice that
requested comments on nine new “Questions and Answers” about
community reinvestment.”® One question covers how majority banks may
engage in and receive positive CRA consideration for activities conducted
with minority institutions. An OCC official said that the comments on the
proposed “Q and As” are under review.

e Rei ent Act; I ey Questions and Answers Regarding Community
Investment, 72 Fed. Reg. 37922 (notice and request for comment Jul. 11, 2007).
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While the regulators’ recent efforts to assess and enhance their minority
bank support efforts and other activities are encouraging, it is too soon to
assess their effectiveness. For example, the Federal Reserve’s pilot
training program for minority and new banks is not scheduled to begin
until later this year, Further, the other regulators’ efforts to survey
minority banks on support efforts generally also are at an early stage. We
encourage agency officials to ensure that they collect and analyze relevant
data and take steps to enhance their minority bank support efforts as
warranted.

Mr. Chairman, this concludes my prepared statement. I would be happy to
address any questions that you or subcommittee members may have.

GAQ Contacts

For further information about this testimony, please contact George A
Scott on (202) 512-7215 or at scottg@gao.gov.
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Chairman Watt, Ranking Member Miller, and members of the Committee, I
appreciate the opportunity to testify on behalf of the Federal Deposit Insurance
Corporation (FDIC) regarding the FDIC’s role in preserving and expanding opportunities
for minority depository institutions (MDIs). Historically, MDIs play a vital role in their
communities. They serve as a key source of credit and other banking services essential to
economic growth and business development in areas that are often underserved by

traditional depository institutions.

My testimony will discuss the current financial condition of MDIs and the FDIC’s
efforts to implement the statutory mandate under section 308 of the Financial Institutions
Reform, Recovery, and Enforcement Act of 1989 (FIRREA) to preserve and encourage
minority ownership of depository institutions. My testimony also will detail the FDIC’s
actions to respond to the recommendations in the October 2006 report by the Government

Accountability Office (GAO) on MDIs.

The Condition of Minority Depository Institutions

As of June 30, 2007, there were 205 MDIs in the banking system, including 129
supervised by the FDIC. These MDIs ranged in size from $2 million to $25 billion in
assets. However, over 63 percent of MDIs have $250 million in assets or less. The
capital levels of MDIs are roughly comparable to that of the industry. More than 99
percent of MDIs meet or exceed the highest regulatory capital standards. In addition,

minority-owned institutions are more likely to be headquartered in urban areas than other
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banks and thrifts, with almost 90 percent headquartered in metropolitan areas, compared

to slightly more than 50 percent of all insured institutions.

A larger proportion of MDIs are new compared to the industry average. Almost
17 percent of minority-owned institutions are less than five years old compared to 8.5
percent of the overall industry. In fact, almost 12 percent of minority-owned institutions

are less than two years old, compared to an industry average of 4.4 percent.

‘While most MDIs are profitable, the financial performance of MDIs, as a group,
lags behind that of non-minority institutions. The average return on assets (ROA) for
minority-owned institutions in the first half of 2007 was 0.69 percent, compared to an
industry average of 1.21 percent. Less than one in three minority-owned institutions
(30.5 percent) had an ROA of 1 percent or higher, while 47.3 percent of all insured
institutions had ROAs of 1 percent or better. In addition, almost a quarter of minority-
owned institutions (23.2 percent) were unprofitable for the first six months of this year,

compared to 9.4 percent of all insured institutions.

MDIs also have much lower levels of noninterest income and higher levels of
loan-loss provisions than the rest of the industry. Noninterest income represents only
19.5 percent of net operating revenue (net interest income plus total noninterest income)
at minority institutions, compared to an industry average of 42.7 percent. Loan loss
provisions represent 15.3 percent of net operating revenue for MDISs, versus an industry

average of 6.7 percent.
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In addition, asset-quality indicators are less favorable at MDIs than for the
industry as a whole. For the first six months of 2007, the net charge-off rate for minority-
owned institutions was 0.56 percent, compared to an industry average of 0.47 percent.
For the same period, 2.03 percent of all loans at minority-owned institutions were
noncurrent {90 days or more past due or in nonaccrual status), compared to 0.90 percent

for all insured institutions.

The difference in profitability can result from many factors. MDIs, like most
community banks, often must compete with larger financial institutions for both business
and a talented work force. They also may find it difficult to diversify their geographical
and credit risk exposures due to their commitment to serve local communities and ethnic
populations. In addition, some minority institutions are challenged with operating in an
economically depressed market area. The disparities in profitability and other key
measures between MDIs and other financial institutions demonstrate the continuing

importance of the FIRREA goals to encourage and preserve MDIs.

Statutory Requirements

FIRREA requires the Secretary of the Treasury to consult with the Director of the
Oftice of Thrift Supervision and the Chairperson of the FDIC Board of Directors to
determine the best methods for preserving and encouraging minority’ ownership of

depository institutions. Specifically, Section 308 of FIRREA sets the following goals:

! “Minority” as defined by Section 308 of FIRREA means any “Black American, Asian American,
Hispanic American, or Native American.”
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e Preserve the number of minority depository institutions;
¢ Preserve the minority character in cases of merger or acquisition;

¢ Provide technical assistance to prevent insolvency of institutions not now
insolvent;

e Promote and encourage the creation of new depository institutions; and

& Provide for training, technical assistance, and education programs.

Section 308 defines an MDI as any federally insured depository institution where
51 percent or more of the voting stock is owned by minority individuals. In addition to
the statutory ownership test, the FDIC considers an institution an MDI if a majority of the
Board of Directors are minority individuals and the community that the institution serves
is predominantly minority. This expanded definition is based on the public comments

received by the FDIC when we revised our MDI Policy Statement in 2002.

FDIC’s Minority Deposit Institution Program

In order to achieve the goals of section 308, the FDIC first adopted a specific
policy statement regarding minority ownership of financial institutions in 1990. This
policy statement was updated in 2002. The 2002 Policy Statement® has six main
components designed to preserve and encourage minority ownership of depository
institutions. First, it clarifies the definition of MDIs for inclusion in the FDIC’s program.
Second, it establishes the organizational structure for the MDI program and the resources

the FDIC will dedicate to the program. Third, it describes the technical assistance the

? The FDIC adopted the Policy Statement on Encouragement and Preservation of Minority Ownership of
Financial Institutions on April 3, 1990.
? The FDIC adopted the Policy Statement Regarding Minority Depository Institutions on April 9, 2002.
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FDIC will make available to MDIs. Fourth, it describes the training and educational
programs that the FDIC will make available. Fifth, it describes how the FDIC will
address failing minority institutions during the resolution process. Finally, the policy
statement describes how the FDIC will report on the activities and results of the MDI

program.

Identification of Minority Depository Institutions

To ensure that all MDIs are able to take advantage of the benefits of the FDIC’s
voluntary MDI program, we maintain a list of federally insured MDIs. Because an
institution can be an MDI based on the composition of its Board of Directors and the
community served, not just its ownership, institutions that are not already identified as
MDIs can request to be designated as such by certifying that they meet the FDIC’s
definition. During the examination process, FDIC examiners review the appropriateness
of an institution’s inclusion on the list. In addition, FDIC regional offices monitor
changes to the list while processing deposit insurance applications, merger applications,
change of control notices, or failures of MDIs. The FDIC works closely with other
federal regulatory agencies to ensure that institutions not directly supervised by the FDIC
also are accurately captured on the list. In addition to routinely posting the most recent
quarterly list of MDI’s on our public website, FDIC staff periodically provides the list to

relevant trade associations and seek input regarding its accuracy.
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Organizational Structure

The FDIC devotes considerable resources to our MDI program. As described in
the 2002 Policy Statement, the MDI program is staffed by a national coordinator in
Washington, D.C., and coordinators in the FDIC’s six regional and two area offices. The
national coordinator regularly contacts minority bank trade associations about
participation in events and other issues, coordinates with other agencies, maintains
FDIC’s list of all insured banks that are considered to be minority under the FDIC
definition, and compiles quarterly reports for the FDIC Chairman. The FDIC regional
MDI coordinators are responsible for arranging annual regional MDI outreach events and
serving as the primary contact for MDI matters within their region. The efforts of these
key MDI coordinators are supplemented by the active participation of employees across
the FDIC. For example, employees are detailed as needed to assist with the development

of specific MDI programs and conferences.

In addition, hundreds of examiners interact with MDIs and receive specialized
training each year. The FDIC has specific programs in place to educate bank examiners
and sensitize them to the unique issues often found in MDIs. Since many minority
depository institutions were established to serve an otherwise under-served market,
certain measures, such as high profitability, may not be as essential to the organizers and
shareholders of the institution. Instead, community development and improving
consumer services may drive many of the organization’s decisions. While the level of an

institution’s earnings is important, the FDIC has issued guidance to its examiners that the



120

evaluation of earnings performance should also consider the trend and stability of
earnings, the ability to provide for adequate capital, the quality and sources of earnings,
and the adequacy of budgeting systems. FDIC examiners also have been advised not to
place undue emphasis on peer analysis when evaluating minority depository institutions
due to their unique characteristics. However, examiners can create custom peer groups to

possibly provide a more meaningful comparison of similarly situated institutions.

Additionally, many minority depository institutions may have difficulty raising
deposits from their local market. These institutions may use Federal Home Loan Bank
borrowings and other wholesale funding sources to offset the shortage of local deposits.
In addition, minority depository institutions sometimes attract large, out-of-area deposits
from institutional investors. There are potential risks associated with the use of such
“noncore” funds, and examiners are advised to continue to review every institution’s
program for identifying, measuring, monitoring, and controlling those risks. These funds
can be volatile, but when prudently managed can be beneficial to banks. In addition,
many of the “noncore” funds obtained by minority depository institutions may actually be

rather stable due to the investor’s desire to advance the institution’s objectives.

To ensure examiners remain knowledgeable of the unique challenges faced by
MDIs and the appropriate examination treatment, representatives from the MDI
community are invited to participate in all FDIC regional training conferences. MDI
bankers are invited to speak to the audience of examiners on their experiences and their

institutions’ unique operating environments.
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The benefits of facilitating communication and maintaining a dialog with MDIs,
as well as actively engaging in partnerships with trade groups and associations serving
MDIs, was evident in the aftermath of Hurricane Katrina. In cooperation with the
National Community Investment Fund, the National Bankers Association and ShoreBank
Corporation, FDIC staff provided support for three African-American owned institutions
in the New Orleans area. The FDIC and its co-sponsors actively provided assistance for
these MDIs, which had been severely affected by the storm, via grants, capital injections,
emergency staffing and other assistance. As part of this effort, a group of non-minority
institutions provided $22 million in deposit pledges and $120,000 in direct cash
donations to assist these MDIs in meeting the housing and other needs of their
employees. Our various support measures enabled the MDIs in the hurricane ravaged

area to play a crucial role in helping the recovery efforts in their communities.

Technical Assistance

Under the MDI program, the FDIC actively reaches out to minority banks to offer
technical assistance available beyond the normal examination and supervisory process.
The FDIC requires its regional coordinators to ensure that examination case managers
contact minority banks 90 to 120 days afier an examination to offer technical assistance
and a follow up visit by FDIC examiners to assist in addressing any problem areas that
were identified during the examination. The purpose of these offers of technical
assistance are solely to assist MDI management in understanding and implementing

recommendations from the prior examination, not to identify additional problems. In
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addition, MDIs are strongly encouraged to contact the FDIC for any assistance needed
regarding bank regulations, FDIC policies, and examination procedures, even if there are

no specific issues arising from the examination process.

The FDIC routinely provides guidance or clarification on matters arising from the
application process, as well as other guidance in technical areas such as compliance with
the various consumer protection laws, financial reporting, and accounting. Further, FDIC
regional staff contact the minority banks they supervise at least once a year, or more
frequently if appropriate, to offer to have a member of our regional management meet
with banks” board of directors and to familiarize the institutions with the FDIC’s

initiatives.

In addition to working with individual banks, the FDIC is exploring ways to
increase usage of technical assistance by groups of MDIs. For example, in the next few
weeks, the FDIC, in partnership with the Puerto Rico Bankers Association, will host the
First Annual Puerto Rico Bankers Association/FDIC Compliance School. The program
will cover a vast range of complex compliance issues, including Bank Secrecy Act/Anti-
Money Laundering compliance, and how these issues directly impact Puerto Rico’s

banking industry.
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Training and Educational Programs

The 2002 Policy Statement also outlines the training and assistance programs
available under the MDI program. The FDIC sponsors and hosts events in support of
minority banks in coordination the other federal and state bank regulators. These events
include national conferences, regional forums and conferences, and Minority Bankers

Roundtables.

For example, this past summer, the FDIC and ﬁhe other federal banking agencies
sponsored the second annual “Minority Depository Institutions National Conference” in
Miami, Florida. This three day conference was attended by 170 péople, including
minority bankers, members of MDI-related trade organizations, representatives from the
GAOQ, congressional staff, and regulatory personnel. This annual conference is devoted
to topics relevant to MDIs, as well as specific issues identified by MDIs as important to

their business success.

The topics at the conference were selected based on feedback obtained during last
year’s national conference and from dirgct input from the MDI community and trade
associations. The sessions addressed some of the most significant issues facing MIDs
today, including exploring methods to promote economic inclusion by expanding access
to the financial mainstream, strategies for reaching underserved communities by
advancing sustainable homeownership, mitigating losses on Community Development

Financial Institutions (CDFT) Fund programs, and on ways for raising deposits and debt

10
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and equity capital at the holding company level. The break-out sessions covered technical
matters in the areas of information technology, BSA, compliance and CRA, and
accounting issues associated with assessing the adequacy of the loan loss reserve. The
post-conference su